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INDUSTRIAL EUROPE AT THE TIME OF THE 
REFORMATION (ca. 1515—ca. 1540)" 


JOHN U. NEF 
University of Chicago 


Il y a... un lien étroit et un rapport nécessaire entre ces deux choses: 
liberté et industrie —ALExis DE TOCQUEVILLE. 


URING the last four hundred years the Western peoples 
have concerned themselves, to a greater degree than any 
other peoples before them, with the conquest of the ma- 

terial world. In the twelfth and thirteenth centuries Europeans 
generally agreed that the highest ideal in human conduct was the 
renunciation of earthly pleasures, even though the pleasures 
themselves might be legitimate in the sight of God. They sub- 
ordinated actual life to certain absolute values, derived, as they 


* This essay is based upon the research, done during the last century and a half, 
bearing on the industrial history of Germany, France, and Great Britain at the end 
of the Middle Ages. The conditions portrayed are those which existed in Europe 
from about 1515, when Francis I became king of France, until the dissolution of the 
English monasteries in 1536 and 1539. It would be inappropriate to burden the 
reader with an exhaustive list of references in support of each statement, as the 
secondary works which I have used are to be found in the standard historical 
bibliographies. I have made a select bibliography of works on the mining and 
metallurgical industries, which is intended for publication in Vol. IT of the Cambridge 
Economic History, if and when that is printed. Footnotes have been used mainly 
when the statements in the text seem to be subject to controversy or when I have 
drawn on special material that I have been collecting for a history of industry and 
civilization in France and England from 1540 to 1640. Parts of this history, in 
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believed, from God. These values could be discovered by the hu- 
man mind, without revelation, in so far as men could rise above 
their human imperfections. After the thirteenth century, and es- 
pecially after the Reformation, the ancient Christian ideal of 
renunciation lost its hold on men. With the Renaissance, and es- 
pecially after the sixteenth century, it was gradually replaced by 
the ideal of obtaining material happiness in this world for the 
largest possible number of individuals.* Until the last half of the 
nineteenth century the countries of northern Europe—the 
Netherlands, Great Britain, Sweden, northeastern France, and 
Belgium—took the lead in the efforts to multiply commodities, 
lighten manual labor, and prolong human life. In regions where the 
climate is harsh and the problem of wringing a living from the soil 
challenging, the Europeans aimed to secure comfort and ease 
never enjoyed by the inhabitants of those parts of the earth where 
nature is kinder to man. 

As the fruits of man’s conquest of nature multiplied during the 
decades preceding the world war of 1914-18 and extended from 
nation to nation and from continent to continent, men became 
disillusioned with the results. They quarreled over the unequal 
distribution of wealth within each nation. They quarreled over its 
unequal distribution among the nations. The yield from the earth, 
though increased beyond the most dazzling dreams of Francis 
Bacon and Descartes, acquired a bitter taste. In recent times its 
very abundance has taken away, to some extent, in many coun- 


tentative form, are already in print. See Nef, ‘“The Progress of Technology and the 
Growth of Large-Scale Industry in Great Britain, 1540-1640,” Economic History 
Review, V (1934), 3-24; ““A Comparison of Industrial Growth in France and England 
from 1540 to 1640,” Journal of Political Economy, XL (1936), 289-317, 505-33, 
643-66; “Prices and Industrial Capitalism in France and England, 1540-1640,” 
Economic History Review, VII (1937), 155-85; Industry and Government in France 
and England, 1540-1640 (‘‘Memoirs of the American Philosophical Association,” 
Vol. XV [Philadelphia, 1940]). The present essay forms an introduction to those 
studies. While it sometimes touches on conditions in Italy, Spain, and Scandinavia, 
it makes no pretense of dealing at all adequately with these countries. It is not based 
on a knowledge of works published in languages other than English, French, or 
German. 

*Cf. T. E. Hulme, Speculations (London, 1924), pp. 9, 12; J. Huizinga, The 
Waning of the Middle Ages (London, 1927), p. 28. 
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tries the incentive for effort and sacrifice which alone gives a pur- 
pose to life. The multiplication of material commodities has not 
brought with it the peace and security necessary ultimately even 
to the maintenance of our high material standard of living. The 
technical skill that men have acquired in the conquest of nature 
has made possible the destruction of life and property on a scale 
never known before in history. The objective of material progress 
has hardly provided protection against this destruction, or against 
the hatred of man for man that accompanies it. In the great war 
now being waged, most of the countries in the north of Europe, 
in which that objective has been most assiduously cultivated, have 
been conquered or placed on the defensive. 

As the central guiding principle for conduct among the Western 
peoples, the objective of material progress seems to be nearing 
exhaustion. No other human force has done so much in the last 
four centuries to alter conditions in our world. The successful pur- 
suit of wealth and health has been accompanied by a revolution in 
the ways of living, the ways of thinking, and the ways of working. 
It is fashionable to say that human nature does not change. There 
is an element of truth in this statement when it is rightly under- 
stood. But the objectives of human existence are numerous. 
Some of them are rational, some irrational. The emphasis laid on 
the various objectives has differed in different countries, among 
different peoples, and among different civilizations. These dif- 
ferences are an important part of the stuff of history. 

As salvation has been sought during the last four hundred 
years, as never before, in the increased output of material com- 
modities, the methods of manufacturing, the forms of industrial 
organization, and the purposes for which commodities are made 
have changed profoundly. The changes have presented us with an 
industrial structure unique in human experience. How has the 
growth of this structure influenced the ways of working, the ways 
of living, and the ways of thinking in Western civilization? How 
have the ways of working, living, and thinking, inherited from the 
Middle Ages and developed in the harsh climate and in the midst 
of the rich natural resources of northern Europe, made possible 
the rise of industrialism? 
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I. THE RENAISSANCE AN ERA OF INDUSTRIAL EXPANSION 


Industrial labor was by no means primitive in the early six- 
teenth century, when the lives of three of the greatest figures of 
the Renaissance—Leonardo da Vinci (1452-1519), Diirer (1471- 
1528), and Erasmus (1467-1536)—came to an end. In the most 
highly civilized regions—Italy, southern and eastern Germany, 
the Rhineland, parts of the Low Countries, Spain, and France— 
building and manufacturing called for more taste and resource- 
fulness than today. In Italy and in those countries north of the 
Alps to which Italian architecture and Italian art were spreading, 
society was more sophisticated in its knowledge and its under- 
standing of beauty than any society of our own time. With its 
elaborate castles and palaces, furnished with exquisitely woven 
tapestries, with its handsome beds, chests, and musical instruments, 
with its paintings, its books, its gold saltcellars, and its embel- 
lished glass mirrors, the society of the Renaissance was nourished 
on objects fashioned to delight the eye, the mind, and the senses 
as no objects turned out by machinery and mass production can 
ever do. 

The volume of industrial output in the early sixteenth century 
can be counted in units of thousands, instead of in the units of 
millions to which the Western peoples are now accustomed. But 
the time spent upon a single unit was many times as great as 
today. The labor of industrial workmen was generally more com- 
plicated than it now is. It called for greater dexterity and re- 
sourcefulness. 

The industrial workpeople formed a considerable minority of 
the inhabitants of Europe. They gained their living by mining, 
quarrying, building, and by all kinds of manufacturing, including 
the various industrial arts such as printing and painting. It is dif- 
ficult often to distinguish between industrial workers and farmers 
or shopkeepers. Some labor that we now think of as industrial— 
like the making of salt—was carried on partly in much the same 
manner as husbandry.’ A great many families divided the time of 
the men, women, and children among a variety of occupations— 


3 See Part IV in the next number of this Journal. 
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some industrial, some mercantile, some agrarian. Out of perhaps 
sixty to seventy million people living in western Europe,‘ the per- 
sons engaged most of their working days in industry may have 
numbered some two or three millions or even more. 

For several decades the industrial output of Continental Eu- 
rope had been increasing strikingly for the first time in nearly two 
hundred years. The late twelfth and thirteenth centuries were an 
age of growing prosperity. The western European races had mul- 
tiplied more rapidly than they were destined to multiply again 
until the late eighteenth and nineteenth centuries. In many coun- 
tries the greater part of the fourteenth century and much of the 
fifteenth had been a period of static or declining population and 
industrial production. The long and brilliant age of the greatest 
Gothic architecture, when the area of cultivation and pasturage 
was extended in every direction into wooded, hilly, and even into 
mountainous country, came to an end before the Black Death of 
1347-50. That scourge is said to have wiped out at least a fourth 
of the inhabitants in some regions. A few regions, such as Bohemia 
and Franconia, seem to have almost entirely escaped its ravages, 
and there the peasants cultivated their fields and the miners dug 
their ore much as before. 

The European output of silver, lead, and tin, which had in- 
creased several fold between the middle of the twelfth century and 
the beginning of the fourteenth, was on the decline during much of 
the fourteenth century and especially after about 1375. Wars and 
political disputes between various European princes, and between 
the rising national states of France and England, became more 
frequent and much more destructive of property than in the 
thirteenth century. They interfered with trade in all products. 
On several occasions the armies attacked mines and forges, filled 
the pits with earth and rubbish, smashed the furnaces and bellows, 

4 The best estimate that we have puts the population of western Europe round 
about the year 1600 at 73,500,000 (Julius Beloch, “Die Bevilkerung Europas zur 
Zeit der Renaissance,” Zeitschrift fiir Socialwissenschaft, III [1900], 783; cf. 765-86). 
At that time the population of England and Wales was considerably larger than in 
1540, while the population of Spain, Italy, and possibly other countries was some- 


what larger. On the other hand, the population of France and the southern Low 
Countries was probably somewhat smaller than in 1540. 
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and massacred some of the miners and smelters. In the Hussite 
wars, from 1415 to 1436, the famous old Bohemian mining towns 
of Kuttenberg, Eyle, and Deutsch-Brod were reduced to ruins. 

In contrast to the late fourteenth and early fifteenth centuries, 
the late fifteenth and early sixteenth centuries were a period of 
renewed prosperity. The Middle Ages drew to a close in the midst 
of great movements of discovery, colonization, invention, and ma- 
terial progress, in some respects even more striking than those of 
the Gothic period. The generation of Leonardo and the genera- 
tion of Luther (1483-1546), which followed, participated in a re- 
markable industrial expansion. In some parts of Europe this ex- 
pansion culminated in the twenties and thirties of the sixteenth 
century, just as the doctrines of the Reformation were spreading 
from town to town and were making hosts of converts among the 
industrial workers and the small traders in the countries north and 
west of the Alps. 

While Vasco da Gama, Columbus, and other explorers were 
finding new sea routes and a new continent, while Copernicus was 
discovering a new celestial world, the Western peoples were again 
on the lookout for minerals, as they had been in the late twelfth 
and thirteenth centuries. Miners and smelters were searching for 
new supplies of ore all over the Continent. Nature often came to 
their assistance, especially in the woods, the hills, and the moun- 
tains of central Europe. Rushing torrents overflowed their banks 
when the snows melted, to strip off surface land and lay bare 
treasure underneath. Other seams were exposed when a great 
wind uprooted trees, when lightning splintered rocks, or when an 
avalanche tore away portions of some mountainside.5 

Such accidents brought streams of settlers into the uplands to 
dig for ore. Mining was pushed farther into the earth than in 
previous centuries. In the digging of silver and copper ores depths 
of seventy-five feet or so were the rule. There were many deeper 
shafts. A few reached down some six hundred feet. There had 
been nothing like it since the great days of mining in Spain in the 


$ Cf. Georgius Agricola, De re metallica (1556), eds. H. C. and L. H. Hoover 
(London, 1912), pp. 35-36. 
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first and second centuries of the Roman Empire.’ Between 1450 
and 1530 the annual output of silver in central Europe probably 
increased at least fivefold. It reached a maximum in the decade 
1526-35 of something like three million ounces—a figure not 
reached again in these countries until the second half of the nine- 
teenth century, when the population was very much larger.’ 

During most of the Middle Ages nearly all the silver produced 
in Europe had been obtained from argentiferous lead ores. Great 
new supplies of silver-bearing ores became accessible through the 
invention, probably in Saxony about 1451,° of a process which 
made it possible to separate silver from copper with the help of 
lead. For the industrial development of the Renaissance this in- 
vention was even more important than the invention of the print- 
ing press some years earlier. A certain Johannsen Funcken was 
apparently the first to make use of the new method of producing 
silver. His process cheapened the price of copper at the very time 
when it was wanted in increased quantities in the brassmaking 
industry. Brass was obtained by mixing copper with calamine, 
the ore of zinc. The progress of the brassmaking industry was 
stimulated both by the invention which Funcken exploited and by 
the discovery of adequate supplies of calamine at Moresnet, near 
Aachen, and in the Tyrol. As a consequence, the output of copper 
in central Europe grew almost as rapidly as the output of silver. 
It amounted to a great many thousands of tons annually in the 
twenties and thirties of the sixteenth century. 

The most productive silver and copper mines were in the Erz 
Gebirge (at Schneeberg, Annaberg, and Joachimstal), at Schwaz 
in the valley of the Inn, at Neusohl in Hungary, and at Mansfeld, 
where Luther spent a part of his childhood in the mountain air, 
after his father had moved there to earn his bread as a miner. 
Several thousand workpeople were drawn to each of these places 


* Cf. Maurice Besnier, ‘‘Le Commerce de plomb a |’époque romaine,” Revue 
archéologique, XII (5th ser., 1920), 230. 

7 I hope to publish the calculations on which these statistical estimates are based 
in a note on “Silver Production in Central Europe, 1450-1618” in the August number 
of this Journal. 

® Walter Miick, Der mansfelder Kupferschieferbergbau (Eisleben, 1910), I, 57. 
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to work underground, to carry materials, to prepare charcoal, and 
to smelt, separate, and refine the ore and metal.? With their fam- 
ilies they formed straggling settlements along steep, winding 
paths. The mining settlements were much less rich, much less 
solidly built, than the rising German towns, with their clean 
streets lined with new houses. They were much less permanent. 
But during their brief periods of great prosperity some were nearly 
as populous as the town of Leipzig, which owed its prosperity 
partly to the prosperity of the mines.” 

In the wake of this development of mining at many new spots in 
the hills, mountains, and forests of central Europe, most of the 
famous mines of the earlier Middle Ages were revived. The great- 
est of these were the argentiferous lead-ore mines near Prague at 
Kuttenberg, which had brought unprecedented riches to King 
Wenceslaus II (1278-1305), those in Saxony at Freiberg, which 
had been praised for the quality of their silver by Albertus Mag- 
nus, and, most venerable of all, the silver-bearing lead and copper 
mines of the Rammelsberg—the fine hill that dominates the town 
of Goslar in the Harz and that once formed part of the demesne 
of the German emperors. At these places many of the seams near 
the surface had been worked out in the fourteenth century. 
Others had been abandoned for want of technical knowledge, of 
machinery, or of the money needed to instal it. On many occa- 
sions the workmen had been forced to flee before the onrush of 
water breaking into the pits and underground passages, if they 
had been lucky enough to escape being buried alive when badly 
supported walls caved in. 

The growth of wealth in the late fifteenth century provided 
reservoirs of capital to finance the sinking of deeper shafts and the 
launching of costly drainage enterprises conceived by the skill of 
mining experts. To carry away water collected in sumps from 
scores of pits, long adits or underground tunnels were driven 
through the hills, sometimes for several miles. Where the shafts 


9 Cf. Adolf Zycha, Das bihmische Bergrecht des Mitielaliers auf Grundlage des 
Bergrechts von Iglau (Berlin, 1900), II, 299; M. R. von Wolfstrigl-Wolfskron, Die 
tiroler Erzbergbaue, 1 301-1665 (Innsbruck, 1903), pp. 45,67; Miick, op. cit., I, 56-57. 

xe Cf. Ernst Kroker, ‘“‘Leipsig und die siichsischen Bergwerke,” Schrifien des 
Vereins fiir die Geschichte Leipzigs, IX (1909), 26-27, 32-33, and passim. 
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were dug in places inaccessible to an adit, they were kept dry with 
the help of horse- and water-driven drainage engines, some of 
them newly invented in Hungary and Saxony. The most ingen- 
ious of all required the labor of nearly a hundred horses working in 
relays. They were employed in turning three great wheels, which 
transmitted their power by means of elaborate gears to chains of 
leather dippers that drew up the water. Two of the wheels were 
underground. The horses were driven to their stations down into 
the earth along a ramp which wound about the main shaft like a 
screw. 

The remarkable progress in mining and metallurgy was not 
limited to central Europe. Everywhere on the Continent seams of 
argentiferous ores in the mountains and forests were attacked 
with renewed vigor and in some places with much success. In 
Sweden and Alsace the output of silver, though far inferior to that 
in Saxony, Bohemia, Hungary, or the Eastern Alps, increased at 
almost as rapid a rate as in these regions. During the first half of 
the sixteenth century the quicksilver mines at Almadén in Spain, 
known in classical times, were almost if not quite as productive of 
mercury and cinnabar as the newly discovered quicksilver mines 
north of Triest, at Idria in Carniola. 

The manufacture of iron and steel grew almost as rapidly as the 
manufacture of copper, brass, and silver. Styria was perhaps the 
greatest ironmaking center in Europe. There the output of iron in 
various forms quadrupled. In the sixties of the fifteenth century it 
probably amounted to about two thousand tons a year. In the 
thirties of the sixteenth century it had reached some eight or nine 
thousand tons.” Other prominent districts for iron production 


*t Konrad Hiabler, Die Geschichte der Fugger’ schen Handlung in Spanien (Weimar, 
1897), pp. 102-3; Peter Hitzinger, Die Quecksilber-Bergbau Idria (Laibach, 1860), 
passim. 

"2 L. Bittner, “Das Berg und Hiittenwesen in Innerberg-Eisenerz,” Archiv fiir 
dsterreichische Geschichte, LXXXIX, Part II (Vienna, 1901), 628-29. These sta- 
tistics of output are for Innerberg-Eisenerz only. There production increased from 
about thirteen hundred tons in 1466 to about five thousand tons in 1536. At Vor- 
dernberg—the other iron-producing district of Styria—the annual output is said to 
have averaged more than three thousand tons between 1535 and 1537 (ébid., p. 490). 
I have assumed that in 1466 the output at Vordernberg was more than half that at 
Eisenerz, as in 1536. 
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were Carinthia, Carniola, Westphalia, and the Harz, Lorraine, 
Champagne, Franche-Comté, Dauphiné, Périgord, and Nivernais, 
the Ardennes Forest and the County of Namur, Tuscany and 
Piedmont, the eastern Pyrenees and the Basque provinces of 
Spain. In all these districts, as well as Styria, the new ironmasters 
deserted almost altogether the highlands with their thick woods— 
the site of most of the tiny forges of the earlier Middle Ages." 

Many of the new ironworks were built along the streams and 
rivers, to take advantage of the water power. Old peasants in the 
valleys complained that the new furnaces, forges, hammers, and 
mills were converting once quiet villages into noisy bedlams. The 
machinery swished and creaked as the large wooden wheels, for 
transmitting the power, rotated in the streams or under the force 
of water poured from the end of an elevated wooden trough which 
ran from a specially built reservoir. The blows of the power- 
driven hammers, some of which weighed two hundred pounds and 
more, echoed through the forests and hills. As larger ironworks 
were installed, as stronger bellows were introduced, the air was 
often filled with such a stench and smoke as to trouble travelers as 
well as old inhabitants. In some places the waste products from 
the forges and furnaces so polluted the streams, and the rotating 
wheels so churned up the water, that the fish were frightened 
away, to the great annoyance of the villagers." 

This busy interest in metallurgy was partly a reflection of the 
growing need for metal! tools and accessories in a vast number of 
trades that were making Renaissance Europe an increasingly ac- 
tive hive of craftsmanship and manufacturing. The incantations 
of the alchemists were not actually turning stones to gold. Their 
methods were already distrusted by more scientifically minded 
men like the great south German physicians Paracelsus and Agric- 


*3 Cf. Marcel Bulard, “L’Industrie du fer dans la Haute-Marne,”’ Annales de 
géographie, XIII (1904), 231-33; Alfred Massé, Monographies nivernaises (Nevers, 
1913), II, 395-96 and passim; Baron de Verneilh, ‘“‘Notes sur les anciennes forges du 
Périgord et du Limousin,” Revue des sociétés savantes, IV (6th ser., 1876), p. 538; L. 
Febvre, Histoire de Franche-Comté (Paris, 1912), p. 147; J.-B. Giraud, “‘Les Epées de 
Rives,” Documents pour V histoire de l’' armement au moyen &ge et a la renaissance, II 
(Lyons, 1904), 198-99, 218-19, and passim. 

A. Meister, ‘Die Anfiinge der Eisenindustrie in der Grafschaft Mark,” 
Beitrige sur Geschichte Dortmunds und der Grafschaft Mark, XVII (1909), 140. 





INDUSTRIAL EUROPE AT THE REFORMATION Ir 


ola, both of whom spent a large part of their lives in the mining 
communities and learned about the new mineralogy and the new 
mechanics at first hand. But science had hardly begun to take the 
place of superstition. So it may well have seemed to the super- 
stitious that the alchemists had set great numbers of persons to 
work mixing various ingredients in mysterious new combinations. 

It was not magic but the improvement and the spread of old 
industrial processes, the introduction of new or virtually new 
processes into Europe, and the increase in the demand for manu- 
factured products of all kinds—from the salt needed to preserve 
meat and fish to the table linen of the very wealthy—which ac- 
counted for the growth of industry. The markets for luxuries and 
artistic wares grew rapidly among rulers, nobles, and rich church- 
men, and above all among the rising merchant princes who en- 
gaged in trade and moneylending on a large scale and to some 
extent in the financing of mining and manufacturing. This class of 
rich merchants was gaining in wealth and in numbers all over Eu- 
rope, particularly in the towns in the east and south of the old 
Holy Roman Empire, as well as in Italy, Spain, and Portugal." 
Unlike the town merchants in the twelfth and thirteenth cen- 
turies, they seldom turned over the bulk of their increasingly large 
fortunes to cathedral chapters and other ecclesiastical founda- 
tions to atone for their sins. They often confined their contribu- 
tions to adding vestries and chapels, bearing their names, to the 
great Gothic churches. A far larger part of private fortunes much 
greater than those accumulated in the Gothic age was spent, not 
to glorify God, but to satisfy the taste of men and women full of 
worldly ambitions. They delighted in works of art and decora- 
tion, many of which the church had condemned as sensuous. 

In the ancient, compact, entrancing town of Bourges, the con- 
trast between the buildings of the Gothic age and those of the 
Renaissance can be seen very sharply. In a sort of saucer in the 
lower part of the city, set off from the other buildings, rises one of 
the most beautiful of medieval cathedrals. Not far off, up the hill 


5 Cf. Jacob Strieder, Zur Genesis der modernen Kapitalismus (Leipzig, 1904); 
Richard Ehrenberg, Capital and Finance in the Age of the Renaissance, trans. H. M. 
Lucas (London, 1928); J. A. Goris, Etude sur les colonies marchandes méridionales a 
Anvers de 1488 4 1567 (Louvain, 1925); etc. 
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flush against a narrow, curving street, is the great palace of 
Jacques Coeur—the richest and most glamorous of French mer- 
chants in the age of the Renaissance. It was built in the forties of 
the fifteenth century, two or three hundred years later than the 
cathedral. The interior walls are covered with Cceur’s celebrated 
motto, with its play upon his name, “‘A vaillans cceurs, riens im- 
possible.”’** 

The cathedral is a world in itself. It has come down to us much 
as it was in the thirteenth century, with statues in stone and in- 
comparable stained-glass windows, cut and fashioned to instruct 
the people in morality and beauty, to strengthen and console 
them in their faith. By comparison the palace of Jacques Cceur, 
for all its harmony and symmetry, is obsolete and barren. Erected 
for the purposes of one man rather than for all the faithful, its 
raison d’étre, unlike that of the cathedral, disappeared ages ago. 
It was once full of rich chests and beds, exquisite ornamental iron, 
gold, and silver work, and painted-glass windows, wonderful hang- 
ings and bedding and tapestries, and curious pieces of sculpture 
sometimes hidden in closets reached only by a concealed staircase. 
The dining-tables were set with the finest pewter service. Among 
the most perfect of all French fifteenth-century buildings, the 
palace was for a few brief years full of the luxurious, exciting life 
led by Coeur and his friends and associates, including many of the 
most powerful officials in France. After Coeur’s disgrace and im- 
prisonment,"’ his palace was confiscated by the crown in 1453. It 
has since passed through the hands of many persons, including 
(two hundred years afterward) the great Colbert, whose rise from a 
humble origin to the highest offices in the state resembled in some 
respects the rise of Coeur himself. Eventually the palace was 
taken over by the municipal government. In the course of time it 
was stripped of many of its interior decorations and of all its 
original purpose."* Now it is a museum. 

The palaces of merchants and the town halls and municipal law 


+6 ‘For valiant hearts, nothing is impossible.” 

*7 See Part IV of this article in the next number of this Journal. 

*8 Cf. Pierre Clément, Jacques Caur et Charles VII (Paris, 1866), pp. 147 ff., 
342-44, 420-26. 
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courts, representing a mercantile society, were rising in profusion 
in towns all over Europe.”® In Italy, where such buildings first ap- 
peared in large numbers, a new style of architecture—the Renais- 
sance—had begun to replace the flamboyant Gothic as early as 
the middle of the fifteenth century. During the next hundred 
years, the new Italian architecture spread in many towns north of 
the Alps, in Nuremberg, Augsburg, Leipzig, Antwerp, Lyons, 
Paris, Rouen, and Caen. In the German cities care was extended 
to the construction and the upkeep of the streets, the bridges, and 
the quays. In Italy the palaces with their wonderful exteriors and 
their lavish interior decorations and embellishments were sur- 
rounded by dirt and squalor. Here in the warm south was what 
the French call a beau désordre. It was the disorder of the artist 
who concentrates upon his masterpiece and leaves the rest of his 
studio to accumulate dust. Unlike the modern business execu- 
tive or social science professor, he cannot afford the time to put 
away his materials or trust secretaries to do it for him. Travelers 
crossing the Brenner, passing from the areas of German settle- 
ment into Italy, seldom failed to comment on the change in the 
aspect of the cities and small towns. They passed from general 
neatness and order, from roomy streets and ample public squares, 
from a civilization in which miners had their Saturday-night 
baths with a methodical regularity, to great beauty in a setting of 
many unkempt, poor houses, without windowpanes or other 
amenities, built along narrow, winding passageways which had 
served as paths for cattle centuries before. 

Whether the new buildings went up under the direction of south 
German discipline or under the influence of the more easy-going 
Italian artistry, it was largely the requirements of the social 
orders who built them, either for their own purposes or the pur- 
poses of their cities, bourgs, and states, which brought about the 
great expansion of European industry in the decades preceding 
the Reformation. Great also was the role played in these demands 

9 Even in some of the provincial towns of England, which remained in something 
of 2n industrial backwater compared with most continental countries (E. M. Carus- 


Wilson, “The Overseas Trade of Bristol,” in E. Power and M. Postan, Studies in 
English Trade in the Fifteenth Century (London, 1933], p- 231). 
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by the rulers of the small principalities into which central Europe 
and Italy were divided. Political authority dominated authority 
derived from mercantile pursuits; and even the merchants, as 
Jacques Coeur’s device suggests, thought less of comfort and ma- 
terial security than of daring and splendor. It would be incon- 
gruous to associate his motto with a modern beer baron or steel 
magnate. 

To the demand for articles to satisfy the need for splendor and 
decoration in the age of the Renaissance was joined the demand 
for weapons of war. The technique of warfare was changing with 
what contemporaries regarded as revolutionary speed, so that old 
methods of defense were out of date, and kings and princes stored 
up ordnance and ammunition during a lull between wars, in antici- 
pation of a coming struggle for authority and dominion. To the 
demands of war and decoration was joined the demand for con- 
veyances, above all for ships, to move raw materials and finished 
products from one part of Europe to another, in an age when the 
trade in light luxury articles of all kinds and some heavier prod- 
ucts—such as copper, alum, tin, and steel—was international. 

These various stimuli brought about an increase in the produc- 
tion of fine silk and woolen cloth, tapestries, sails, and ropes. In 
all probability the growth in the output of these goods was hardly 
less rapid than the growth in the output of metal. As shipping 
grew and markets widened, the demand for salt increased. At 
scores of centers in Continental Europe—from the rock-salt mines 
at Wieliczka in Poland to the marshes along the coasts of 
Provence and Languedoc—there were fresh calls for laborers to 
help in heating brine and rock-salt solutions and in evaporating sea 
water.”® The growth in the cloth and the salt manufactures was 
accompanied by a remarkable development of industries like 
printing, which were entirely novel; of others like the making of 
paper, soap, glass, and gunpowder, for which the demand had 


2° Konrad Wutke, ‘“‘Die Versorgung Schlesiens mit Salz wihrend des Mittelal- 
ters,” Zeitschrift des Vereins fiir Geschichie und Aliertum Schlesiens, XXVII (1893), 
283. For Provence I have consulted various manuscripts in the Archives départe- 
mentales des Bouches-du-Rhéne. 
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been slight; and of still others, like the making of alum and sugar,” 
for which Europe had been mainly dependent upon the older 
civilizations in the Near and the Far East. 

The progress of the manufacture of alum is typical of the prog- 
ress of most of these new industries, though in none of the others 
was there anything like as large an enterprise. Nothing in Renais- 
sance Italy was more expressive of the new joy in life and in the 
luster man can give to life by art than the love of color. That love 
of color achieved its greatest harmony and perfection in the paint- 
ings of the Venetians—Georgeoni and Titian. It was also revealed 
in the creations of the textile workers who prepared clothing, 
bedding, table coverings, and hangings for the wealthy and the 
powerful throughout Europe. In order to dye cloth successfully, 
and to bring out the qualities that inspired some of Titian’s 
wonderful interiors, adequate supplies of the very best alum were 
indispensable. 

A little alum, inferior in quality to that of the Near East, had 
been made in Europe before the fifteenth century. But the Euro- 
pean supply had never been good enough or nearly large enough 
to meet the needs of the medieval textile workers. Even Italy re- 
mained almost altogether dependent upon imports from the 
Levant until 1461. In that year John de Castro, the widely trav- 
eled son of a famous jurist of Padua, was rewarded for a long 
search by the discovery, in the papal estates at Tolfa, of stones 
which, from his earlier visits to Constantinople and Asia Minor, 
he knew to contain alum of the highest quality.“ The proximity 
of the deposits to Civita Vecchia made the shipment of the dyeing 
matter easy. Castro, whom the pope had appointed commissary 
general for the revenues of the papal chamber, told his holy 
master that the discovery assured the defeat of the infidel, as it 
promised to make Europe independent of the Near East for its 
costly supplies of alum. A decade later, in 1471, the yearly output 


21 For the introduction of sugar refining into Europe toward the end of the Middle 
Ages, see Edmund O. von Lippmann, Geschichte des Zuckers (Berlin, 1929), esp. PP- 
324, 326-31, 337, 339, 357, 428-29. 

*2 According to John Beckmann, alum works were cincnieddtiniiaiin ts 
1458, near Pisa (A History of Inventions [4th English ed.; London, 1881], I, 193). 





16 JOHN U. NEF 


at Tolfa amounted to over three thousand tons—five times the 
quantity annually imported at Genoa on the eve of Castro’s dis- 
covery, when Genoa had been the chief receiving center in Eu- 
rope.” 

The vast works at Tolfa were under the control of the pope. 
They produced so much alum that the papacy set about, with a 
measure of success, to monopolize the supply for all Europe. The 
pope threatened to excommunicate not only the traders who sold 
alum from the Levant but also the civil and religious authorities 
who tolerated such a trade. By the beginning of the sixteenth cen- 
tury newly found deposits of alum stones in southern Spain, near 
Cartagena, and in central Europe were also being developed. Re- 
ports of further supplies came from many districts on the Conti- 
nent. Though they frequently proved inaccurate, enough alum 
was made outside Italy to interfere seriously with the efforts 
of the pope to monopolize the manufacture.*4 In 1549 the alum 
works in Bohemia were regarded by the king as sufficiently pro- 
ductive to supply all the needs of the country.** Before that time, 
as Castro had foreseen, the Europeans had become virtually self- 
sufficient for their alum. 

The multiplication of building enterprises, together with the 
growth of metallurgy, alum-making, and many other fuel-con- 
suming industries, put a strain upon the supplies of wood in a 
number of districts. In central Europe and central and northern 
France the thick forests generally stood the strain, in spite of local 
shortages of firewood and charcoal. Along the Mediterranean, in 
those parts of southern Europe sparsely stocked with timber, 
like Languedoc and the districts north of Venice, industries spend- 
thrift of fuel or lumber languished. 

The rapid increase in the demand for fuel combined with the 

*3 Goswin van der Ropp, “‘Zur Geschichte des Alaunhandels im 15. Jahrhundert,” 
Hansische Geschichtsblatter, X (1900), 123-26, 129. Cf. Jakob Strieder, Studien sur 
Geschichte kapitalistischer Organisationsformen (2d ed.; Munich, 1925), pp. 170-71. 

4 Jules Finot, “Le Commerce d’alun dans les Pays-Bas,” Bulletin historique 
et philologique du comité des travaux historiques et scientifiques (1902), pp. 419-27; 
Strieder, op. cit., pp. 180-81. 

*s Kaspar Sternberg, Umrisse einer Geschichte der bihmischen Bergwerke (Prague, 
1836), I, Part IT, 83-84. 
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increasing pressure on the supplies of wood to arouse a fresh inter- 
est in outcropping coal seams. At many places coal had provided 
firing ever since the thirteenth century for those smiths and lime- 
burners who lived within a few miles of supplies. In a number of 
districts in southern and central France (especially in Lyonnais, 
Forez, Nivernais, and Alais), in Silesia, Saxony, Westphalia, and 
the Wurmrevier, coal-digging began to employ a larger number of 
local peasants during the fifty years preceding the Reformation 
than earlier in the Middle Ages. Other peasants loaded the dirty 
black stones and gravel into sacks and carried them on packhorses 
or in river boats to near-by towns, where the smiths and lime- 
burners had got along in the past with wood and charcoal. But 
nowhere on the Continent, except in the southern Low Countries, 
had coal-mining become an industry of real importance at the 
time of the Reformation. There, after 1500, the progress of build- 
ing and metalworking, gunpowder-making, and the manufacture of 
firearms was as striking as in Saxony and southern Germany. There 
the woods were leaner north of the Ardennes than in most parts 
of central Europe or France. So the output of coal, already more 
noteworthy there in the fifteenth century than in any other Conti- 
nental country, increased very rapidly at the time of the Reforma- 
tion. Liége coal in some quantities began to reach the Dutch. It 
was even shipped by sea to Calais and other Channel ports, where 
it competed with “sea coal’’ from Newcastle. The number of col- 
liers at the coal! mines about the ancient cathedral town of Liége, 
governed by its prince-bishop, did not fall very far short of the 
number of ore-miners in some of the leading settlements in 
Saxony, Bohemia, and the Tyrol. For a traveler descending into 
the valley of the Meuse, where it turns from an easterly to a 
northerly direction, the mounds of black earth thrown up beside 
the pits were almost as prominent a feature of the landscape as the 
spires of the churches. 
Il. INDUSTRIAL ORGANIZATION IN AND AROUND 
THE ANCIENT TOWNS 


At the beginning of the twentieth century the most character- 
istic venture in mining and manufacturing in Europe was a plant 
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especially built for industrial purposes, owned and operated for 
the profit of a capitalist or a group of capitalists who took no part 
in the manual labor, and staffed by wage-earners hired in a free 
market who left their homes every day to go to their work. The 
policy of the enterprise was settled by the owners and the ad- 
ministrative officers they appointed or by those among the owners 
who secured by their financial connections a controlling voice in 
the management. As long as the enterprise broke no general polit- 
ical laws, as long as it did not lay itself open to prosecution in the 
courts, the state had no authority to interfere with it. While en- 
terprises of this type have existed in most, if not all, civilized 
societies, it is only among the western European peoples that they 
became dominant in the sense that a majority of all industrial 
workers came to be employed in them. They became dominant in 
Europe only late in the nineteenth century. Their rise to domi- 
nance accompanied the conquest of the material world during the 
four centuries that have followed the Reformation. It is con- 
nected in a variety of ways with that conquest. 

In the early sixteenth century industrial capitalism was in its 
infancy. Almost all the products to sustain, to clothe, to shelter, 
to protect, and to ornament the society of the Renaissance, al- 
most all the conveyances to transport raw materials and finished 
goods, came from workshops, mines, mills, and small factories 
owned and administered in different ways from those that some 
English and American economists once assumed were likely to 
predominate throughout the world for countless generations. 

In the late twelfth and thirteenth centuries, in the age of 
Albertus Magnus and Thomas Aquinas, industry had been carried 
on mainly in the rising towns. Except in a few clothmaking cen- 
ters, most of the master craftsmen owned not only their tools and 
industrial utensils and the hearths and ovens for heating their 
materials but also the raw materials they needed in their work. 
Most of them sold their products either indirectly to local trades- 
men or directly to the municipal governments and cathedral chap- 
ters, and to townspeople, churchmen, landlords from the neigh- 
boring country, and passing travelers. In the twenties of the 
sixteenth century, at the height of the industrial expansion in 
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Continental Europe, the proportion of all industry carried on in 
those ancient towns had diminished. The old towns, together with 
such suburbs as had grown up outside their medieval walls, re- 
mained, nevertheless, the chief centers of industrial life except in 
parts of central Europe, the Low Countries, and the west of Eng- 
land, where the expansion of mining, metallurgy, and textiles had 
been particularly rapid. On the Continent there were hundreds of 
places that had existed as municipalities, with a governing ad- 
ministration and laws of their own, at least as far back as the time 
of Dante (1265-1321). 

What was the size of these towns two centuries after the death 
of Dante? A few were fairly large places. In Germany and the 
Spanish Netherlands, in particular, several cities had grown very 
rapidly with the expansion of industry and trade in the late 
fifteenth and early sixteenth centuries. Nuremberg more than 
doubled, Leipzig tripled, and Antwerp probably quadrupled in 
population.” Verona, Nuremberg, Augsburg, Breslau, Danzig, 
Strassburg, Montpellier, Bourges, Lyons, Lille, Rouen, Barcelona, 
and London each had from twenty-five to fifty thousand inhabit- 
ants. There were other places in the same class. Florence, Venice, 
and Antwerp were even larger, with upward of fifty thousand 
people. But Paris was the only city which certainly had well over 
one hundred thousand. It was the fashion for writers of the time 
to exaggerate the numbers, sometimes out of civic pride.”” They 
would have been surprised to find how seriously some unwary 

26 J. Jastrow, Die Volkszahl deutscher Stédte su Ende des Mittelalters (Berlin, 
1886), pp. 157-58; Kroker, op. cit., pp. 26-27; Henri Pirenne, Histoire de Belgique 
(3d ed.; Brussels, 1923), III, 274-75. 

27 Cf. Heinrich Kretschmahr, Geschichte von Venedig (Gotha, 1920), II, 302. The 
work of historians during the past century has shown that the figures given by 
medieval writers for the population of towns or for the death rate or the birth rate 
usually bear little resemblance to statistical truth. These medieval writers were 
capable of assigning a town a population of from double to five times the actual 
figure. For example, modern research into medieval documents has shown that in 
1449 Nuremberg had about twenty thousand inhabitants. Yet we are told that in 
the plague of 1437 some thirteen thousand citizens perished! (Karl Biicher, Die 
Bevilkerung von Frankfurt am Main (Tubingen, 1886], I, 9-10). Examples could be 
multiplied (cf. Henri Pirenne, ‘Les Dénombrements de la population d’Ypres au 
XV° siécle,” Vierteljahrsschrift fiir Social- und Wirtschaftsgeschichte, I [1903], 5-6, 


10-11). 
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modern scholars have taken their statistical statements. At the 
time of the Reformation the great majority of all the old towns 
had a population of between one or two and fifteen or twenty 
thousand inhabitants. England had only a few towns of more 
than five thousand, and only one town of more than fifteen thou- 
sand. 

With the growth in the urban population on the Continent, the 
size of some workshops and studios in and about the towns had 
been increasing. At the same time the proportion of the municipal 
craftsmen who were independent of capitalist traders either for 
their materials or for their markets or for both had been diminish- 
ing, especially in the chief industrial regions of Italy, central Eu- 
rope, and the Low Countries. Yet, in spite of the growth of pro- 
duction, the home generally remained the place of work. Labor 
was done either in the actual living-quarters or in a studio or shop 
opening off from them. Some of the wealthier craftsmen, especial- 
ly those engaged in the numerous decorative arts, had little houses 
of their own. Others lived in rented rooms, garrets, or cellars. 
Unlike the modern industrial workman, businessman, doctor, 
lawyer, or professor in the United States, most town craftsmen on 
the eve of the Reformation had everything they needed to earn 
their livelihood ready to hand where they slept and ate and con- 
versed with their family, their apprentices, and their journeymen. 
No time was lost going to work, going to lunch, going to a club. 
A weekly or perhaps a monthly visit to the town market place or 
to the warehouse of some local merchant supplied the craftsmen 
with the materials they needed, if, indeed, these materials were 
not brought to them by the merchants or their agents. Many of 
the craftsmen depended for their sales mainly upon citizens who 
actually came to the shops to buy and who often looked on while 
the labor was being done. The wives of the cutlers and other 
workers at some towns on the main-traveled roads called at the 
inns or loitered about the town gates to ensnare the patronage of 
passing travelers. In a fraction of the time needed by a city 
dweller today to reach his place of business in his automobile or in 
a fast train, most craftsmen could make their way on foot along 
the narrow, sinuous streets to the fields beyond the town walls. 
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Smiths of most kinds, cutlers, coopers, hatmakers, glovemakers, 
and other makers of wearing apparel remained almost everywhere 
independent workmen. They sold their wares, or contracted in 
advance for the sale, at prices which were generally regulated by 
their gilds or by the town governments when they were not or- 
ganized into formal gilds. Further rules governed the quality and 
the size of the products. Similar conditions prevailed in the bak- 
ing of bread for public sale, which had become fairly common, at 
least in the larger towns. Art had hardly begun to be separated 
from ordinary craftsmanship, except to some extent in the great 
Italian centers—Rome, Florence, Venice, and Milan. For the 
most part the organization of pewterers, wood-carvers, gold- 
smiths and silversmiths, sculptors, painters, glaziers, etchers, and 
makers of ornamental ironwares resembled that of ordinary smiths. 
Orders came to them from the cathedral chapters and other ec- 
clesiastical foundations, as the stalls and the choirs and the in- 
terior walls of cathedrals and churches were decorated anew. 
Orders also came from the town governments for the embellish- 
ment of municipal buildings, from the wealthy merchants who were 
putting up great new houses and palaces with elaborate court- 
yards, and from princes, nobles, and other powerful landlords in 
the neighborhood who wanted statues and all kinds of ornaments 
and furniture for their castles and manor houses. The orders were 
frequently very precise. The cathedral chapter, for example, spec- 
ified the size of the object it wanted, the subject, and the design, 
often down to most minute details, such as the disposition of the 
draperies of the Virgin’s dress. 

Craftsmen were called on for labor both in their own shops and 
about the buildings they were asked to decorate. The main object 
often was to create beautiful and lastingly satisfactory artistic ef- 
fects, as is evident from the methods of making the painted-glass 
windows for churches in northern France and in England. In 
both countries and in Flanders, according to Vasari, by a happy 
choice of glass the makers got more perfect results than in Ven- 
ice.** Glass-painting was already ceasing to be an independent 

8 Georgio Vasari, De la peinture (1551), French trans. by Charles Weiss (Paris, 
n.d.), chap. xviii. 
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art and was becoming the handmaid of painting proper.” In 
Brittany all the operations were done by one person or by a 
master with an apprentice or two and a journeyman. The same 
craftsman who prepared the white plates or panes of glass in his 
little furnace, painted them with a composition of brilliant colors. 
These were then burned into the plate as it was baked again and 
again and finally riveted together with other plates into a single 
window. In glassmaking of this kind it was impossible to separate 
industry from art. If the industrialist lost as a result of this com- 
bination of functions, the artist gained in unity of purpose and 
composition. He did not have the material objective of making 
a large profit, which pushes the owners of a modern factory or 
electrical power plant to run their enterprise.** It was essen- 
tially the same in pewter work and goldsmith’s work, in cutlery, 
in wood-carving. It was essentially the same in the many kinds 
of ironwork which belonged among the decorative crafts. The 
Middle Ages were the most brilliant period in the history of 
artistic ironware, partly because the metal was scarce and dear, 
partly because the labor of manipulating it was done without 
machinery and almost always with the object of obtaining a beau- 
tiful appearance. “Every good smith,” according to a student 
of the ironmaking industry in Lorraine, “had to be a veritable 
artist.”’* 

The labor of a great many of the craftsmen who worked with 
glass, wood, or metal resembled that of a painter or etcher; but, 
unlike most of the work of the modern painter or etcher, it was 
work that involved the preparation as well as the use of the ma- 
terials. It was also work that had a definite and immediate pur- 
pose which the craftsman understood. What he did was destined 
often to fit into a particular part of a building or monument which 
he knew intimately. Such work called not only for a detailed 


29 Eugéne Miintz, Les Arts a la cour des papes (1878), p. 76; as cited by G. G. 
Coulton, Art and the Reformation (Oxford, 1928), p. 430. 

3° Cf. Auguste André, “De la verrerie et des vitraux peints dans l’ancienne 
province de Bretagne,” Bulletin et mémoire de la société archéologique du département 
d’Ille et Vilaine, XII (1878), 119-20. 

# E. Gréau, Le Fer en Lorraine (Nancy, 1908), p. vii. 
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knowledge of materials, of color combinations, of designs, and of 
plastic effects; on account of the prescribed subject matter, it 
also called frequently for some knowledge of theology and history. 

Most craftsmen lived on a lower material standard—in so far as 
the quantity of amenities and comforts was concerned—than 
came to prevail among manual workmen in recent times, especial- 
ly in Great Britain and the United States. As disease was more 
common, their lives were generally much shorter. For a variety 
of reasons they had to endure greater bodily pain. Sanitation and 
medical and surgical treatment were crude, and there were no 
anesthetics to diminish the suffering. In the give and take of 
ordinary life there was, in all probability, rather more physical 
cruelty. Yet in their small shops many craftsmen created with 
their hands and their minds a richer and more varied world than 
is accessible today in their work to most mechanics and clerks.” 


3 The views expressed here and later in this essay, concerning the nature of 
Renaissance craftsmanship, may seem to the casual reader to be sharply at variance 
with those of Dr. G. G. Coulton and some other writers (see especially his Art and 
the Reformation). In essential respects, the differences are more apparent than real. 

For one thing, Dr. Coulton is concerned mainly with masons, carpenters, and 
other building workmen. He gives less attention to the numerous town craftsmen 
who provided the furniture, the ornaments, and the other decorations for the build- 
ings and the rooms within them. Generally speaking, the labor of the Renaissance 
craftsmen who made such articles in their domestic workshops, and even in studios 
specially constructed for the purpose, had more variety than the labor of the rank 
and file of building workmen. It called for more artistic initiative. The contrasts 
between the nature of work of this kind in Continental Europe in the early sixteenth 
century and in the Anglo-Saxon countries today are more striking than those be- 
tween the nature of building work in the two periods. 

In the second place, Dr. Coulton has never denied that very great changes have 
taken place in the occupations of the common workman. While he remarks that the 
generality of men were no more artistic in the Middle Ages than they are now (0. 
cit., pp. 429, 479, 484 ff.), he recognizes that the conditions of ordinary industrial 
work provided more scope for the exercise of artistic impulses (ibid., pp. 480, 487- 
88). If I understand him correctly, in questioning as vigorously as he does the 
validity of the idyilic pictures of the life of the medieval craftsmen that have been 
sometimes painted, his chief purposes are two. He is challenging the view that 
modern society would be better off than it is if we abandoned machinery for handi- 
craft and tried to return to the working conditions prevalent in the Middle Ages 
(ibid., pp. 480, 482). He is also challenging the view that medieval art was the 
product, in any exclusive (or even predominant) sense, of the church or of the re- 
ligious outlook fostered by Catholicism. I need hardly say that, as a historian, I am 
not writing to advocate the restoration of the working conditions or even the religion 
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The labor of the craftsmen required a special training. 
Throughout the Middle Ages the crafts had been the places where 
persons who labored with matter got their education. Universi- 
ties were reserved for those who pursued the liberal arts, who were 
concerned with speculations and constructions of the mind. In 
the shops the master craftsman was the teacher. He employed 
apprentices, whom he was bound to feed and clothe, to lodge, and 
to instruct. He also employed journeymen, though the number of 
assistants he could keep at a time was usually limited to a very 
few by the rules of his gild or of the town government. Since the 
early thirteenth century there had been a growing tendency, espe- 
cially in the crafts where the equipment was costly, for the mas- 
tership to become exclusive. Not all journeymen could look for- 
ward to becoming masters; the proportion who ended their careers 
as wage-earning employees of some master was increasing. By the 
beginning of the sixteenth century in all the chief towns many 
were obliged to serve their whole lives as journeymen. Even in 
those crafts where the workshops were small—and few masters 
kept more than two assistants—their relations with their em- 
ployers were often unsatisfactory. Journeymen frequently ob- 
jected to the long hours of their labor, to the low wages they were 
paid, or to the kind of tasks they were asked to perform. As the 
masters were often organized into gilds, journeymen sometimes 
formed associations of their own to advance their interests. But 
the trouble between masters and journeymen was more like that 


of medieval Europe! As a historian, I am trying to show, however imperfectly, what 
working conditions were like in the early sixteenth century. 

If, in what I have written, there is any fundamental disagreement with Dr. 
Coulton, it is over the extent to which artistic craftsmanship persisted in Continental 
Europe in the age of the Renaissance. I hope to show in a future essay that the 
civilization of the Renaissance, as developed in Italy and later in France, provided 
more scope for artistic craftsmanship than did the civilization of Great Britain in the 
seventeenth and eighteenth centuries (cf. Nef, Industry and Government in France 
and England, 1540-1640, pp. 139-40). That is not to exalt the former civilization 
and belittle the latter. Artistic craftsmanship is an important value, but it is not 
the only one worth striving for. Nor is there anything novel in my position. It is 
more or less a commonplace among Americans who have understood the classical 
element in Western civilization (see, e.g., Edith Wharton, French Ways and Their 
Meaning [New York, 1919)). 
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which arises between housewives and domestic servants, than 
that between modern industrial wage-earners and factory-di- 
rectors. 

Master and journeyman shared one experience seldom shared 
by a housewife and a domestic servant and never shared by the 
owners of a modern industrial plant and their employees. Both 
were engaged directly and continuously on a common piece of 
work. If the master rose from his bed in the early morning to peer 
with the help of a candle, or of the dim light that came through a 
slit in the wall, at the glass he had been preparing or the orna- 
mental balustrade he had been fashioning the day before, he may 
have cursed his journeyman for the stupid way he had bungled a 
part of the job, or he may have remembered with pleasure some 
skilful turn of the hand. In any case he thought of the journey- 
man, and the journeyman thought of him, as an associate in an 
enterprise that was often artistic. 

Not all the domestic workshops were autonomous, in the sense 
that the master bought his own raw materials and sold the prod- 
uct of his labor at a profit or loss depending on his manual skill, 
his location, and his success as a manager of his small venture. 
In most towns which specialized in the manufacture of fine cloth, 
not even a majority of the domestic workshops were autonomous 
in that sense. Ever since the thirteenth century, textile-manu- 
facturing had lent itself to the formation of larger enterprises, 
requiring capital running into the modern equivalent of thousands 
and in a few cases tens of thousands of dollars.*3 Such enterprises 
were especially common at the time of the Reformation in the 
towns of northern Italy, Flanders, and Brabant, where beautiful 
silk and woolen cloth and brilliant tapestries were produced for 
markets throughout Europe and even to some extent for markets 
in the Near East. As clothmaking, with its endless ramifications, 
probably employed something like half as many workpeople as all 
the other medieval industries combined, the forms of industrial 
organization which predominated in it are of special interest. 

33 Cf. Georges Espinas, Sire Jehan Boinebroke (Lille, 1933), pp. 92, 95-142, and 
authorities there cited; Frances Consitt, The London Weavers’ Company (Oxford, 
1933), pp. 6 ff., 30-31. 
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Three conditions provided favorable openings for wealthy mer- 
chants with substantial savings to invest. One was the need for 
bringing the stuffs and the dyeing materials, particularly alum, 
from distant places. In making nearly any kind of woolen cloth a 
great variety of wools, sometimes thirty or more, had to be skil- 
fully mixed. They were often obtained from the sheep of several 
districts. A second condition that provided an opening for the 
capitalist-trader was the number of separate stages through which 
the material had to pass before it was ready for the market. The 
making of fine woolens or silks involved a score or more opera- 
tions, each undertaken by a different workman in a different 
workplace. Without some central administration to arrange for 
and co-ordinate the operations, to carry the wool in carts or on the 
backs of packhorses and mules to the women who spun with 
distaffs or spinning wheels in the suburbs and surrounding vil- 
lages, and to provide warehouses at convenient places where the 
weavers could come for yarn, the manufacture would have been 
in hopeless confusion. Finally, the international character of the 
markets for the finer cloth and tapestries, produced in the chief 
centers of the manufacture in Italy and the Low Countries, made 
it necessary to have trading connections in distant countries, in 
order to decide what quantities of the various types of cloth 
should be made and to dispose of them where they were wanted. 

In response to these conditions, the greater part of all the best 
kinds of cloth manufactured in Europe in the early sixteenth cen- 
tury was made under the direction of traders or financiers with 
capital. This business attracted many of the richest merchants in 
Christendom—the Medicis of Florence and the Fuggers of Augs- 
burg, whose faces and bearing have been immortalized in some of 
the best-known paintings of the Renaissance. One of the most 
striking hangs at Munich in the Alte Pinokothek. It is the great 
likeness made by Diirer of Jacob Fugger, the founder of the house, 
with a wrap made of the choicest fur thrown round his shoulders. 

These very rich and powerful merchants were nearly always 
engaged in many kinds of business. They had a finger in most 
financial pies. So they generally left the administration of their 
textile enterprises in the hands of a manager, who was frequently 
taken into partnership without having, like the other partners, to 
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invest much, if any, capital. Both in Italy and southern Ger- 
many it was common for less wealthy merchants, as well as for 
these great lords of finance, to form partnerships for the manufac- 
ture of cloth, generally for a short term of three or four years. In 
the Low Countries almost all the actual manufacture was in the 
hands of these lesser merchants, who generally had at least indi- 
rect connections with the great financial dynasties of the south, 
many of whom maintained commercial houses at Antwerp. The 
partnerships and the independent merchants dealt with the crafts- 
men sometimes directly and sometimes through salaried officials 
and agents working for commissions. 

Many cloth merchants kept carders and combers and, less fre- 
quently, weavers, dyers, and pressers at work in the shops, which 
were often attached to their warehouses.*4 Some Italian textile 
firms had large warehouses of several stories, and sometimes one 
or more of the rooms were given over to clothworkers who labored 
for wages. But even those textile partnerships in which the 
Medici participated at Florence ordinarily had only about a dozen 
wageworkers in their establishments.** In a few exceptional cases 
a score or more looms were installed, all in a row, under a single 
roof—as at Ferrara and Venice, and at Newbury in the south of 
England, where the famous English cloth merchant, John Winch- 
combe, said to have been one of Henry VIII’s hosts, employed 
many weavers in one building. Yet, on the eve of the dissolution 
of the English monasteries, the proportion of all the European 
textile workers who labored under semifactory conditions of this 
kind, alongside twenty or more of their fellows, was still negligible. 

Most of the actual labor connected with the making of all kinds 
of cloth was done in the homes of the craftsmen, often by masters 
with journeymen and apprentices. Sometimes, as was frequently 
the case with the spinners and carders of wool, the material was 
brought to the cottages, cellars, or garrets of the workers, and the 
labor was performed for a piecework wage. The partly finished 
goods were placed on a shelf until a trader or a factor or agent of a 

4 Heinrich Sieveking, ‘Die genueser Seidenindustrie im 15. und 16. Jahr- 
hundert,” Jakrbuch fiir Gesetzgebung, Verwaltung und Volkswirtschaft, XXI (1897), 
132. 

38 Ibid., pp. 129-30. 
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trading partnership came to collect them and to chat with the 
maker about the problems of the trade or about their common 
domestic trials. Again, as was frequently the case with the 
weavers and the sorters of wool, the craftsman came to the ware- 
house for his materials. He was expected to turn in his work there 
before he was paid, though the merchants sometimes advanced 
money to weavers, who pledged their looms as security for the 
loans. Finally, as was frequently the case with the fullers and 
dyers, the craftsmen purchased the stuffs either outright or on 
credit and worked them up to sell to merchants with whom they 
had entered into contracts for delivery. Sometimes these were a 
different set of merchants from those who had furnished the stuffs. 

Masters with some degree of independence from the textile 
firms existed in practically every branch of clothmaking, even in 
the chief manufacturing centers. It is not certain that the ma- 
jority of the master craftsmen in the town textile industries were 
employed for wages, though the proportion so employed was cer- 
tainly large.** Even the wageworkers under the putting-out sys- 
tem possessed an independence that is denied the employee in a 
modern mine or factory. While the textile firms sometimes tried 
to supervise labor on the looms in the workers’ homes, the methods 
used and the hours worked were generally left for the workmen to 
choose. Wage rates were sometimes fixed by the gilds, more often 
by the governing authorities.*7 The domestic wageworkers had, 
of course, to deliver a product which suited the merchants or 
other employers for whom they worked and a product which con- 
formed to the specifications laid down by the gild and the munici- 
pal government. They had also to work hard in order to keep 
from starving. 

In and about the chief textile towns the most independent 
units in the manufacture of cloth were, generally speaking, in the 
finishing branches—stretching, pressing, dyeing, and fulling. 

36 For the conditions in making silk cloth in Italy, see R. Broglio d’Ajano, Die 
venetianische Seidenindustrie . . . . bis swum Ausgang des Mittelalters (Stuttgart, 1893), 
PP. 33-34, 47, 49; Sieveking, op. cit., pp. 103, 106-12, 128. A valuable work, which I 
read some years ago on the medieval silk industry at Lucca, written by Florence 
Edler de Roover, still awaits publication. For the conditions in the woolen industry 
see, inter alia, Consitt, op. cit., p. 104. 

37 Cf. Consitt, op. cit., pp. 83-84. 
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These operations ordinarily required much more capital than 
spinning, carding, or even weaving. In an age when all metal was 
scarce and dear according to our modern notions, the cost of pro- 
viding the rollers for pressing cloth or the vats in which the in- 
gredients used in dyeing it were stewed exceeded the costs of the 
most expensive looms. The materials needed in dyeing—the alum 
and other drugs—were also expensive. The largest dyeing es- 
tablishments at Florence had from five to eight or more appren- 
tices and journeymen. A number of dyeing vats were sometimes 
installed in substantial houses, a few of them actually built for the 
purpose. Some dyeing enterprises were operated by partnerships, 
and these occasionally included some of the richest merchants of 
the day. It was a common practice to take the master dyer into 
the partnership and to give him a share in the profits for managing 
the venture. In Brussels, as in Florence, the capital invested in 
the largest dyeing shops amounted, in terms of modern money, 
to several thousands of dollars.** 

But there were still many small dyeing enterprises in the chief 
clothmaking towns even at the end of the sixteenth century. By 
that time Nimes, in southern France, had become a leading center 
for the silk manufacture. A journeyman employed by a silk dyer 
there unwittingly left behind him a view of what was perhaps still 
the most common type of dyeing venture, when he sent for the 
local notary to make his will. The notary recorded in his book the 
circumstances that had led the journeyman to despair of his life. 
One day he was alone in the shop and dyeing-room that formed 
part of the master’s house. He had seated himself on the edge of a 
vat in which silks were immersed in a properly prepared bath of 
boiling water. While the journeyman was awaiting che right mo- 
ment to remove them, he fell unwittingly into what he described as 

38 G. des Marez, L’Organisation du travail 4 Bruxelles au XV®* siécle (Brussels, 
1904), pp. 180, 202-5, and passim. On dyeing and other aspects of the woolen 
textile manufacture at Florence I have made considerable use of an unpublished 
essay by Raymond de Roover, “A Florentine Firm of Cloth Manufacture.” He 
deals especially with a clothmaking partnership of 1531-34, in which two members 
of the Medici family participated. I understand that his essay is soon to appear in 
Speculum. In De Roover’s opinion, Doren has exaggerated the scale of enterprise in 
the Florentine textile industry (Die florentiner Wollentuchindusirie vom XIV. bis 
sum XVI. Jchrhundert (Stuttgart, 1901]). 
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“a slight nap” and soon tumbled head over heels into the cooking 
mixture. As there was no one to hear his screams, it took him a 
long time to extricate himself. It is evident that the metal vats of 
such dyeing-houses were fairly large. It is equally evident that 
they could be tended with little labor.* 

Fulling—the process of thickening the cloth after it had been 
woven—was done originally in medieval Europe without any ma- 
chinery. The pieces were laid on the floor of the worker’s room, 
where he and his wife and children could tramp them out with 
their feet. That was still a common method in the early sixteenth 
century, except in the leading textile districts of Italy and the Low 
Countries. As it was necessary to eat and sleep in the same or in 
an adjoining room, the stench of the dung used in the fulling 
process must have been offensive even in an age when noses gener- 
ally were less delicate to the smells of waste products than are ours. 

Fulling was ceasing to be a domestic industry in many districts 
at the time of the Renaissance. Water wheels rotating in the mov- 
ing streams had been installed for milling corn all over the Conti- 
nent and in England at least as early as the eleventh century. 
They were gradually adopted in various industrial processes, full- 
ing among them, in the thirteenth century if not before.*° On the 
eve of the Reformation fulling mills, “where hammers, rising and 
descending, learn to imitate the industry of man,” were a com- 
mon sight along the streams running into and out from the leading 
textile towns like Florence. More costly to make than several 
looms, they were generally managed, nevertheless, with the labor 
of one or two men. 

Mills of a similar sort were even more common in the tanning of 
leather, carried on in a small way all over Europe. Both in the 
tanning and in the fulling industries the water wheels were often 
the property, not of the laborers who worked at them, but of local 
landlords or monasteries or of merchants who were buying up land 

Lf taire ire des archives départementales du Gard, E, Il, 146. There 
were, however, larger dyeing enterprises than this in sixteenth-century Nimes 
(Archives départementales du Gard, E, 557, fols. 172-73). 

4 Consitt, op. cit., p. xi. 

4 J. Dyer, The Fleece (1757), Book III, 570; as quoted by Herbert Heaton, The 
Yorkshire Woollen and Worsted Industries (Oxford, 1920), p. 342. 
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in the neighborhood of the towns. Much less frequently the mills 
were owned by a town gild. They were leased out, generally for a 
short period of a year or three years at the most, sometimes to 
firms of merchants, but more often to master craftsmen who 
organized the work. These craftsmen entered into contracts with 
various traders for the delivery of the products at specified prices. 

As industrial enterprises requiring more space than could be 
provided by a fair-sized room or two were introduced in the lead- 
ing industrial towns, a good many houses were remodeled to suit 
the needs of manufacturers, and a few houses were especially built 
for industrial purposes. The older type of town workshop or 
studio was ill suited to such industries as the making of soap and 
the refining of sugar, wherever these manufactures came to be 
carried on at all extensively. At Marseilles in 1431 an orchard 
held by a local monastery was acquired for the purpose of putting 
up a soaphouse. Fourteen years later the owner of the enterprise 
supplied two coppersmiths of Draguignan with bronze to make a 
kettle weighing more than one hundred and fifty pounds. It was 
eventually brought along paths winding for some seventy-five 
miles through the wooded hills and valleys to Marseilles. There 
it was installed in the soaphouse.* 

Antwerp had apparently become the leading center in Europe for 
sugar-manufacturing by the middle of the sixteenth century. 
Some of the sugar refineries were new buildings built to accom- 
modate the iron rollers and other equipment required in the proc- 
ess. More often the manufacturers made use of old buildings 
which they were able to renovate and rearrange. 

The old domestic workshops were especially ill suited to print- 
ing and to the manufacture (begun in the fifteenth century in 
Italy, at Venice** and Altare, near Genoa) of a new kind of glass 
which was called “crystal” because of its exceptional transpar- 
ency. Furnaces for making crystal glass were apparently invented 
at Venice in 1463.45 The glass was fashioned into the goblets, 
decanters, jugs, vases, and mirrors that ornamented the rooms 

#L. Barthélemy, La Savonnerie marseillaise (Marseilles, 1883), pp. 9-10. 

43 Goris, op. cit., pp. 437-38. 44 Cf. Kretschmahr, op. cit., I, 454; III, 171. 


4s H. Schuermans, Verres, “‘fagon de Venise” ou d’ Altare fabriqués aux Pays-Bas, 
letters published 1884-93 (Paris: Bibliothéque nationale, 8° V. 40792), pp. 723-24. 
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and the tables of the rich citizens of the Renaissance, and added 
almost as much to the charm of their life as the oil paintings on 
their walls. The equipment in these new industries of printing 
and crystal glassmaking was both more expensive to provide and 
more bulky than in ordinary weaving or even dyeing. More space 
was required for storing materials. The light which came through 
the narrow slits of the old medieval buildings was insufficient for 
typesetting, and this gave an advantage to those printers who 
were able to design special rooms or buildings for their craft. 

As a result of the progress of these new manufactures, a few 
industrial ventures in European towns at the time of the Reforma- 
tion were carried on in what might be described as tiny factories. 
Such enterprises seldom seem to have occupied more than a score 
of workers; they usually occupied less than a dozen. Sometimes 
the establishment was leased out, like a fulling or a tanning mill, 
to a master craftsman for a short term or operated by a partner- 
ship which included the master craftsman as the managing part- 
ner. More frequently, especially in crystal glassmaking and in 
printing, the owner managed the enterprise himself, which was 
attached to his home. 

Crystal glassmaking and to some extent even printing, as con- 
ducted at the time of the Renaissance, were artistic industries. 
The owners of the Venetian glasshouses took almost as much 
pride in the beauty of their wares as their fellow-citizens—Carpac- 
cio and the Bellinis—took in that of their canvases. The Estien- 
nes, who formed a dynasty of printers at Lyons in the early six- 
teenth century, spent no less time on the appearance of the books 
turned out in their shops than on the erudite translations of 
ancient Greek and Latin authors with which they sought to in- 
struct their contemporaries. The crystal glassware and sometimes 
the books were works of art. The best of them have a beauty that 
no modern glassmakers or printers have been quite able to equal. 

It is true that many of the masters kept their employees at a 
distance and treated them harshly on occasions. There was less 
comradeship, less artistic co-operation between the masters and 
their wage-earning associates and assistants, particularly in the 
printing shops, than in the smaller domestic workshops common 
in the more ancient decorative crafts. In the illumination of books 
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for religious services, the head of the workshop alone was a real 
artist. Sometimes, in printing, the workers grew so bitter over the 
wages they were offered and the long hours they were asked to 
labor at hard tasks, that in Lyons and Paris the journeymen 
printers began a series of strikes against their employers.“ But in 
the management of the enterprises profit-making was generally a 
less predominant consideration than it was destined to become in 
more recent times. The masters gave it little thought during the 
hours that they worked with their hands alongside their journey- 
men wage-earners. Their outlook bore little resemblance to that 
of a stockholder in a modern industrial corporation. It was dif- 
ferent from that of the factory-manager of the nineteenth century, 
whose primary object was to satisfy the demands of his employers 
for a return on their investments. 

Large numbers of industrial workpeople—more than fifty— 
were almost never assembled together in the ancient towns of 
Renaissance Europe except in the construction of ships and in 
various kinds of building enterprises. In the late fifteenth and 
early sixteenth centuries new types of vessels were introduced, 
especially for the Atlantic voyages. The practical mariner’s com- 
pass with a pivoted needle and compass card, adopted by the 
Italians in the fourteenth century, was coming into widespread use 
in the north. At the same time big three-masted sailing ships, 
more adaptable to gales than the older, single-masted vessels 
which had hoisted square sails, were replacing the latter.‘7 With 
their high pointed bows they could resist the buffetings of a strong 
head sea.“ In the trade of Spain and Portugal galleys were being 
replaced by caravels, better built to hold commodities in large 
quantities. The voyages of discovery, and the growth in sea com- 
merce which accompanied and followed them, provided a vastly 
increased business for shipyards and arsenals suited to turn out 
new boats and to repair old ones. The changes in the types of 
ships wanted both for commerce and for sea warfare led to the 


46 Cf. H. Hauser, Ouvriers du temps passé (5th ed.; Paris, 1927), pp. 177 ff. 

47 B. Hagedorn, Entwicklung der wichtigsten Schiffstypen (Berlin, 1914), pp. 61-64. 

4 E. M. Carus-Wilson, ‘The Iceland Trade,”’ in Power and Postan, op. cit., 
Pp. 159-60; cf. F. C. Lane, “‘Venetian Shipping during the Commercial Revolution,” 
American Historical Review XXXVIII (1933), 231- 
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establishment of new yards and to an extension of old ones. At 
the time of the Reformation the chief yards, with their stocks for 
launching the vessels and their cranes for lifting the lumber into 
place, together with the workshops sometimes attached to them 
for making sails, ropes, anchors, and glutinous material to calk the 
seams, employed scores and in a few cases hundreds of work- 
people. 

The most famous of all such establishments was the arsenal at 
Venice. To Dante it had seemed so dark, so noisy, and so filthy 
that he compared it to the fifth chasm of the Inferno, where the 
barterers in public offices and authority lay expiating their sins in 
a bath of the foulest pitch.*? During Dante’s later life the arsenal 
was growing rapidly in size and importance. Between 1303 and 
1325 the space occupied by the wharves, launching yards, work- 
shops, and storage-houses increased some fourfold, until it covered 
several large modern city blocks. The seventy years from 1470 to 
1540 was the other chief period of growth. Covered docks were 
introduced and also long buildings of brick and stone, with care- 
fully timbered roofs, for storing construction materials, ordnance, 
and ammunition. The inclosed area was almost doubled. In 1540 
the arsenal occupied about sixty acres of land and water.** It had 
become as large and as populous as many a medieval town. Ac- 
cording to a sixteenth-century visitor, the ropemaking house, 
which flanked one side of the inclosure, was so commodious that a 
fiery charger could have taken his daily workout within it.* The 
accounting books kept by the officials show that the annual ex- 
penditure on materials and labor amounted to two hundred 
thousand ducats or more. Between one and two thousand men 
were employed in the arsenal. It probably formed the largest sin- 
gle industrial unit in Europe. 


49 Inferno, Canto XXI, ll. 1-18. 

s°Lane, Venetian Ships and Shipbuilders of the Renaissance (Baltimore, 1934), 
PP. 129-30, 137-40, 146. 

5* Sieveking, op. cit., pp. 131-32. The description is from Andreas Ryff’s diary, 
written at the end of the sixteenth century, but it is improbable that the ropemaking 
house was less commodious two generations before, because shipbuilding at Venice 
had declined in importance in the interval and the arsenal as a whole had probably 
not increased in size (Lane, ‘“Venetian Shipping during the Commercial Revolu- 
tion,” pp. 231-35). 
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This great establishment, maintained to give the Republic of 
Venice its powerful war fleet, had never been in private hands. It 
belonged to the doge and senate. It was managed by the chief 
admiral and other state officials. It was financed out of the public 
revenues. All the workpeople who labored in it—the shipwrights, 
ship and house carpenters, calkers, sawyers, ropemakers, the nail 
and anchor smiths—were on the government pay rolls. They were 
usually paid day wages, and some of them had shops in the city. 
They worked on their own account in these shops and in private 
shipyards, when they were not engaged at the arsenal.* 

The design of each ship was generally determined by the ship- 
wrights in charge of its construction. In only one case was an 
effort made to turn the work of architectural planning into a 
specialized technique for experts—an occupation separate from 
actual manual labor in the shops and yards. That was the case of 
a learned and traveled son of obscure Venetian parents, one Vet- 
tor Fausto. In 1525 and 1526 he set about to reform the naval 
architecture of his city’s ships, with the help of mathematical sci- 
ence and the mechanical principles of Aristotle and other sages of 
antiquity. The distinction drawn in Fausto’s case between the 
work of architect and that of ship carpenter did not prove per- 
manent.’3 The age of the naval architect lay in the future. At the 
time of the Reformation architectural skill and manual labor in 
shipbuilding were still combined. 

In the face of a growing local shortage of timber, the tonnage of 
ships of all kinds turned out was not increasing in the late fif- 
teenth and early sixteenth centuries at Venice, as it was at many 
other European ports. Venice remained, nevertheless, one of the 
principal shipbuilding centers of Europe. No larger ships were 
made anywhere else. The industrial organization for shipbuilding 
was probably as advanced as in any other port. 

Yet the building of merchantmen at Venice had not become the 
business of special capitalist entrepreneurs. The majority of all 
boats launched there and at other Mediterranean ports were tiny 
vessels, some of them no larger than a big modern rowboat or 
small motor launch. Such craft were generally built in little pri- 


5? Lane, Venetian Ships and Shipbuilders, passim. 53 Ibid., pp. 64-70. 
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vate yards, owned or rented by a shipwright or a carpenter who 
took part in the manual labor himself, like a master dyer or a 
master printer, and who was assisted by only a few apprentices 
and journeymen. The construction of more substantial merchant- 
men required much more capital and much more labor than the 
richest of these shipwrights or carpenters could provide. Some- 
times such ships were built in the arsenal by the government; 
sometimes they were built at large private shipyards in Venice 
and the neighborhood. At these private shipyards the capital was 
almost never provided by persons who made a business of building 
ships for profit. It almost always came from merchants who 
formed a commercial partnership and ordered the vessels which 
they wanted in their trade. Thus the large merchant ships were 
made directly for these trading ventures. The traders or their 
agents leased the space for yards and hired the craftsmen whom 
they needed.** Private shipbuilding was not yet an industry in 
the hands of capitalists who bid for orders. In many cases the 
preparatory processes—the making of the sails, ropes, and an- 
chors—was done not at the shipyards but in the domestic shops of 
small working masters who labored to supply the yards, much 
after the fashion of independent pewterers, coopers, or ordinary 
smiths. They were in no sense factory hands. 

During the seventy years from 1470 to 1540 the proportion of 
all Venetian vessels—men-of-war and merchantmen combined— 
built by the government at the arsenal and outside it was increas- 
ing.*s> Public control over the shipbuilding industry had become 
more widespread at the Reformation than it had been two genera- 
tions earlier. With industrial concentration and the growth in the 
need for large capitals during the age of the Italian Renaissance, 
kings, princes, and municipal governments all over Europe 
stepped in to supply the funds and to order the work of large 
enterprises. Where the labor of shipbuilding craftsmen became 
subject to discipline from above, as at the arsenal, the discipline 
was much more often exercised by the officials of a political ruler 
than by private capitalists or their agents. 

After textiles there was probably no European industry which 


54 Ibid., pp. 112-18 and passim. 58 Ibid., p. 110. 





INDUSTRIAL EUROPE AT THE REFORMATION 37 


engaged a larger number of workpeople during the first three or 
four decades of the sixteenth century than building. New town 
bridges and walls were wanted wherever population was growing 
and industry expanding rapidly, as in northern Italy, southern 
and eastern Germany, and in the Low Countries. In Germany 
whole cities were built or largely rebuilt on a new plan with an 
elaborate system of waterworks, invented by skilful mechanics, 
for supplying the townspeople and the public fountains with 
water. Three of the most costly German cities were Leipzig, 
Nuremberg, and Augsburg. Augsburg had elaborate pumps for 
raising water from the river, which Montaigne much admired 
when he visited the place forty years or so after they had been 
installed. He found the houses much more handsome, much larger 
and taller, than in any French town. He found the streets much 
wider.* 

Everywhere in Europe the construction of town bridges, walls, 
and fortifications was undertaken by the municipal administra- 
tion or by the sovereign authority or by both together. Princes, 
rich nobles, and ecclesiastical foundations were even more active 
than the town governments in carrying out other building proj- 
ects. The workmen who participated in some of the largest enter- 
prises numbered many hundreds. In other cases, as in the upkeep, 
the rebuilding, or the enlargement of churches, cathedrals, or 
town bridges, a regular force of a few score craftsmen and la- 
borers—masons, carpenters, tilers, bricklayers, smiths, etc.— 
might be employed continuously over a long period of years. 

When the enterprise was undertaken by a prince, a town, or an 
ecclesiastical foundation, the administration was generally con- 
fided to royal, municipal, or church officials. As these officials 
rarely had the knowledge and the skill required to carry through 
the construction of artistic architecture, they generally called in 
an expert, frequently a master mason, to direct and co-ordinate 
the work. His position resembled that of the chief master carpen- 
ter in the building of a large ship. Sometimes a portion or even 
the whole of the construction was granted out to private persons 
under contract; and the contractors were left to assemble the ma- 


56 Michel de Montaigne, Journal du voyage (Paris, 1774), I, 119-21. 
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terials, the craftsmen, and the unskilled laborers and to pay the 
wages. Such an arrangement was especially common in Italy, 
where the construction of the palace and church of San Marco at 
Rome was confided by the pope to a partnership of four contrac- 
tors. They were paid at an established rate for each yard of 
masonry.’’? More frequently, perhaps, especially in the north of 
Europe, the management of the work was left to a number of 
expert craftsmen who were paid salaries. In that case the admin- 
istration of the funds appropriated for the building as a whole was 
kept under the thumbs of public officials. 

Private building was probably carried on more frequently than 
public or ecclesiastical building by contractors operating on a 
fairly large scale; but there were many cases in which private per- 
sons, in putting up their town houses and their country castles, 
employed salaried stewards to manage the work for them, in much 
the same manner that officials managed public building projects. 
There were even cases in which the private builders directed all 
the work themselves. 

When building craftsmen and laborers were assembled by the 
score or the hundred, it was generally necessary to provide the 
masons, the carpenters, and some other skilled artisans with 
wooden houses or sheds as workshops. Often, especially in the 
country, it was also necessary to provide them with living-quar- 
ters while the work was in progress, occasionally for many years. 

Like the textile workers under the putting-out system, the 
building craftsmen generally had a measure of independence. 
Many of them led a nomadic life.“* They labored, now for one 
employer, now for another. Of course the great majority of them 
performed stereotyped work, often requiring more strength than 
art. Comparatively few masons were stone-carvers as well as 
stone-dressers. But the proportion of the building workers who 
needed to exercise artistic initiative was much larger than in 
modern times. Some master masons were as autonomous as mas- 
ter pewterers, master goldsmiths, or master sculptors. 

Ordinarily, the building workmen were employed for day 
wages, generally supplemented by various payments in kind. But 
there was a good deal of contracting by expert masons and car- 

57 Cf. Coulton, op. cit., pp. 464 ff. 58 Ibid., pp. 165, 200-201, 420. 
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penters, who themselves employed small groups of workmen to 
perform particular tasks within the general scheme of building, as 
this was outlined by the principal mason and the officials in 
charge of the whole venture.’* In Flanders, as in England,® some 
quarrying enterprises, like the mines of silver-bearing ore in cen- 
tral Europe, employed a score or more workmen, but the carriage 
of freestone was undertaken by poor peasants. Until the end of 
the sixteenth century there is no trace in the region of Tournai of a 
large venture for the transport of freestone.™ 

As Werner Sombart has brought out, building work was coming 
to be more standardized than it had been in the late twelfth and | 
thirteenth centuries, during the great age of the Gothic cathedrals. 
In the palace of the popes at Avignon, built in the fourteenth cen- 
tury, the principal blocks of stone were all cut to one prescribed 
size. That practice had become fairly common by the time of the 
Reformation. Yet the careful student of Renaissance architecture 
is bound to reject the view that utilitarian dominated artistic con- 
siderations in the construction of the rooms or of the whole edi- 
fice, as they came to do in the nineteenth century. Nor were the 
chief builders of the Renaissance merely imitating an older style 
of architecture, like the exponents of modern “Gothic.” Their 
general design tried to fulfil an ideal conception of the world, 
fashioned to artistic principles of their own, and based on a com- 
mon tradition derived from the antiquity they so greatly ad- 
mired.*? The mason-architects were generally much closer to the 
building work itself than the architects of recent times. 

It is a mistake to regard standardization and the contract 
system as the chief characteristics of the industrialized civiliza- 
tion which came to dominate the Western world in the late nine- 
teenth century. Standardization was the order of the day in the 
Roman Empire. The plans of ancient Roman towns, with streets 
arranged to form a checkerboard, remind one of a real estate sub- 

89 Cf. D. Knoop and G. P. Jones, The Mediaeval Mason (Manchester, 1933), 
pp. 16-43, 56 ff. 

6 Tbid., p. 46. 

6: Marc Bloch, “Une Matiére premiére au moyen Age: la pierre de taille,”’ 
Annales d@’ histoire économique et sociale, XXVI (1934), 190. 

6 Cf. Coulton, op. cit., pp. 470-76. 

63 Cf. Geoffrey Scott, The Architecture of Humanism (London, 1914). 
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division in the latest American city. The contract system was 
common in a number of classical industries. Neither standardiza- 
tion nor the contract system in classical times produced a world of 
steel, steam, and electricity. Neither led to the domination of 
large-scale, privately owned enterprises in industry. 

It is misleading to say that the multitudes of craftsmen, who 
occasionally assembled to carry out the plans of Renaissance 
masons and architects, of whom Michelangelo was one, were em- 
ployed under conditions of industrial capitalism. At least two im- 
portant features peculiar to the building trades of the late nine- 
teenth and early twentieth centuries were lacking in the early 
sixteenth century. One is the widespread use of power-driven ma- 
chinery and metal materials, which have made manual work in 
building, as in other industries, more routine and stereotyped than 
ever before in Western history. The other is the predominance of 
the motive of private profit divorced from both art and crafts- 
manship. While building operations at the time of the Reforma- 
tion frequently required a great amount of capital, which ran into 
the modern equivalent of tens and hundreds of thousands and 
even millions of dollars,“ they were generally carried on, not like 
modern building ventures, primarily for the returns they would 
bring to financial corporations and real estate firms, but to satisfy 
directly the needs and the tastes of princes, lords, churchmen, or 
municipal authorities or the needs and tastes of merchants in 
their capacity not of businessmen but of private citizens. The 
architects and other masons were freer then than now to appeal to 
their clients on genuine aesthetic grounds. Their competence was 
widely recognized, for the new style of architecture involved ar- 
tistic conceptions hardly less generally accepted than those associ- 
ated with the Gothic once had been. However much the building 
craftsmen of the Renaissance were out for their bread and butter, 
these great artistic conceptions were usually more powerful direct- 
ing forces behind their labor than the desire of individual business- 
men to make money by that labor. 


64 Cf. Goris, op. cit., p. 440. 


[To be continued in the A pril issue] 
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E traditional function of bank capital is to protect 
| bank depositors against loss. Bank capital is, in effect, 
a first line of deposit guarantee. Supervisory authorities, 
taking a literal view of this function, have come to apply the pro- 
portion of a bank’s capital to its deposits as a measure of its capi- 
tal position. This measure has developed into one of the most 
important standards of banking supervision. It has even been 
proposed as a statutory requirement. Senator Mead recently in- 
troduced a bill, S. 3867 (76th Cong., 3d sess.), which would re- 
quire banks to carry 100 per cent reserves against deposits in 
excess of twelve to six times their capital accounts, the multiple 
to be determined by the Board of Governors of the Federal Re- 
serve System. 

The capital-deposit standard frequently is cited in a very pre- 
cise and concrete form, that is, one to ten. There appears to be 
no scientific basis for this particular ratio; it is simply a good 
round decimal, easy to calculate at a glance. Recent events have 
brought more banks close to or under the traditional one-to-ten 
minimum than at any time in the past. The special nature of the 
events which have caused this condition suggests doubts as to 
whether or not the capital-deposit ratio is any longer a significant 
and useful supervisory standard. 

The circumstances that have decreased capital-deposit ratios 
are well known. Deposits have grown very considerably, not so 
much as a result of an increase in earning assets, as of a growth 
in cash holdings. Capital, meanwhile, has increased but little. At 
the middle of 1934, when banking-holiday rehabilitation was rea- 
sonably complete, the liabilities of all insured banks, mainly de- 
posits, were 37.2 billions of dollars. By the end of 1939 this 
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amount had grown to 56.6 billions. During the same period the 
capital accounts of these banks increased from 6.2 to only 6.5 
billions of dollars. Earning assets increased from 31.6 to only 
39.3 billions of dollars, and most of this increase was in holdings 
of United States government securities. 

The present amount of bank capital may or may not be ade- 
quate. This paper does not pretend to take a position on that 
question; the point at issue is whether or not the capital-deposit 
ratio is a proper measure by which capital may be judged ample 
or inadequate. The case for adoption of new measures will be 
presented, following a brief historical account of the supervisory 
application of the capital-deposit standard. 


HISTORY OF SUPERVISORY USE OF CAPITAL-DEPOSIT RATIO 


Most of the statutory requirements for banking capital and 
many of those applied by bank-supervising agencies have dealt 
with the amount of capital provided for organization. Such capi- 
tal requirements naturally could not be framed in relation to de- 
posits, since a bank has no deposits when organized. Require- 
ments have been related to various standards and most frequently 
to the population of the town in which the proposed bank was to 
be located. The capital-deposit ratio, therefore, has been applied 
only to going banks and has been largely a rule-of-thumb standard 
used by supervisors. 

The origin of the one-to-ten standard is obscure. The earliest 
citation of this standard discovered appears in the California 
State Bank Act of 1909." In 1914 John Skelton Williams, then 
Comptroller of the Currency, recommended that national banks 
be prohibited by law from holding deposits in excess of ten times 
unimpaired capital and surplus. He also suggested a one-to-eight 
standard for possible consideration. Although no action was taken 
on this recommendation, its content, as a sample of the opinion 
then prevailing, is worth reproduction in full. 


The reports of condition of the national banks, according to the state- 
ments of September 12, 1914, to the Comptroller of the Currency, show that, 
on an average, the total deposits of all national banks amount to about four 
and six-tenths times their total capital and surplus. This means that the 


* Sec. 19. The original 1909 provision was amended in 1919 and 1923. 
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average capital and surplus of these banks is equal to approximately 21 per 
cent of the total amount of deposits. There-are, however, national banks 
whose deposits amount to ten or more times their capital and surplus, and 
in these cases the margin of protection to depositors is only 10 per cent or 
less of the sum total of deposits. Usually the amount of money which a 
bank has invested in’loans approximates the amount of its deposits. In the 
case of a bank whose loans equal its deposits, and whose deposits are approxi- 
mately ten times its capital and surplus, it is obvious that the loss of over 
10 per cent in loans would wipe out both capital and surplus and destroy the 
solvency of the bank rendering it unable to pay its depositors. 

The view is held by many practical bankers and experienced economists 
that it is not sound banking for an active commercial bank to be allowed to 
receive deposits in excess of ten times its capital and surplus. I am firmly 
impressed with the correctness of this view, and respectfully recommend to 
the Congress that the national-bank act be amended so as to provide that 
no national bank shall be permitted to hold deposits in excess of ten times 
its unimpaired capital and surplus. Perhaps it might be wiser to make this 
limitation eight times the capital and surplus. 

Such a limitation need not interfere with the growth and development of 
the bank. When its deposits approach an amount equal to ten times its capi- 
tal and surplus, or whatever other limitation may be fixed, arrangements may 
be made to increase its capital. A bank whose deposits amount to ten times 
the capital and surplus, if efficiently managed, should be so profitable that 
there would be no difficulty in providing for an increase of capital by the 
sale of additional stock, and when the proposed increase shall have been 
authorized by two-thirds of its stockholders and approved by the Comp- 
troller of the Currency, it can be made promptly effective. A commercial 
bank whose capital and surplus amount to less than one-tenth of its deposits 
is, except possibly under very exceptional conditions, doing business on too 
small a capital and upon too narrow a margin for safety, and does not furnish 
its creditors the protection to which they are entitled against unexpected 
losses and contingencies which are liable to, and do, so frequently arise.’ 


In the early 1920’s several states adopted measures similar to the 
one proposed by the Comptroller. 

When the Banking Act of 1933 was under discussion, Senator 
Tydings asked Senator Glass on the floor of the Senate whether 
or not he would favor a mandatory capital-deposit ratio. Senator 
Glass’s reply was noncommittal, and the suggestion was dropped. 


2 Annual Report of the Comptroller of the Currency, 1914, pp. 20-21. The recom- 
mendation was repeated in later reports. 

3 Congressional Record, 77, Part 4 (73d Cong., rst sess., May 19, 1933), 3730- 
31. 
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The records of banking supervision are remarkably barren of 
statements of policy and ‘descriptions of procedure. The actual 
importance of the capital-deposit ratio in banking supervision, 
therefore, cannot be appraised. As a result, the following account, 
based largely on official public records, is more prone to under- 
state than to exaggerate the importance of the capital-deposit 
standard. It is also likely to err on the side of lateness in setting 
the time at which the use of the capital-deposit standard was 
introduced. Public acknowledgement of such a practice fre- 
quently tends to lag behind its actual adoption. 


USE OF CAPITAL-DEPOSIT RATIO BY FEDERAL 
BANK SUPERVISORS 

The first acknowledged application of the one-to-ten capital- 
deposit ratio by federal supervisory agencies followed the banking 
holiday. Since then federal agencies have applied the standard in 
connection with such diverse supervisory matters as the re-exami- 
nation of banks for deposit insurance, as a condition of member- 
ship for state banks joining the Federal Reserve System, as a re- 
quirement for insured nonmember banks seeking to establish 
branches, in reviewing bank-dividend policies, and as a standard 
to be met by banks applying for permission to reduce or retire 
capital. 

Federal Reserve Board.—The first appearance of the capital- 
deposit ratio in the supervisory operations of the Federal Reserve 
Board (now the Board of Governors) was in the contractual “‘con- 
ditions” which state banks were required to agree to before being 
admitted to membership in the System. A “condition” embodying 
this standard was adopted in the middle of 1933. An unusually 
large number of state banks—over three hundred—were admitted 
to membership during the two and a half years this “condition” 
was in effect. It read as follows: 


Such bank shall maintain an amount of paid-up and unimpaired capital 
and unimpaired surplus which, in the judgment of the Federal Reserve 
Board, will be adequate in relation to its total deposit liabilities, having due 
regard to the general principle that a bank’s capital and surplus ordinarily 
should not be less than one-tenth of the average amount of its aggregate 
deposit liabilities and, in some circumstances, should be more than one-tenth 
of such amount. 
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This condition of membership was retained until 1936, when 
it was revised to read as follows: 

The net capital and surplus funds of such bank shall be adequate in rela- 
tion to the character and condition of its assets and to its deposit liabilities 
and other corporate responsibilities, and its capital shall not be reduced ex- 
cept with the permission of the Board of Governors of the Federal Reserve 
System.‘ 


The two important changes were that the one-to-ten standard 
was no longer recited and that the added phrase “. . . . in relation 
to the character and condition of assets. . . .” recognized a very 
important qualification of the capital-deposit ratio. The impor- 
tance of this qualification will be discussed in a later section of 
this article. 

This change does not appear to indicate an abandonment of 
the capital-deposit standard or even necessarily of the one-to-ten 
level, but it gives more recognition to qualifying factors. 

Federal Deposit Insurance Corporation.—In its earlier declara- 
tions of supervisory policy the Federal Deposit Insurance Cor- 
poration gave explicit allegiance to the capital-deposit ratio and, 
moreover, to the specific one-to-ten standard. Recently, how- 
ever, this position has been considerably modified. At the time 
when the permanent insurance plan was about to go into effect 
the Corporation decided to re-examine all insured nonmember 
banks which had net sound capital amounting to less than 10 
per cent of deposit liabilities.5 In 1936 the Corporation indicated 
an even more concrete adherence to the one-to-ten capital-deposit 
ratio in a section of its annual report stating its “Policy regarding 
capital of banks”’: 

The Corporation has disapproved retirement of capital obligations of 
banks, repayment of contributions or release of guaranties in those cases in 
which the sound capital would have failed to meet the minimum desired by 
the Corporation after giving effect to such retirements, repayments or re- 
leases. The minimum desired by the Corporation is a sound capital suffi- 
cient, having due regard for the quality and character of the assets held, to 
give reasonable assurance of the maintenance of an adequate margin of 
protection to depositors and other creditors and in no case equal to less 

4 Regulation H, Membership of State Banking Institutions in the Federal Reserve 
System (January 1, 1936), sec. 6(a), par. 2. 

5 Annual Report of the Federal Deposit Insurance Corporation, 1934, p. 16. 
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than 10 percent of total deposits, and, in addition, a sound capital sufficient 
to assure the proper discharge of other responsibilities and functions of the 
bank.‘ 

In 1937 the Corporation repeated substantially the same decla- 
ration of policy in even more positive language.’ In 1938 the Cor- 
poration again repeated the section “Policy of the Corporation 
regarding the capital of banks’ in its annual report. In this 
year, however, there was no mention of the one-to-ten ratio, and 
there was an enumeration of factors qualifying the application of 
any specific ratio. These qualifications were dismissed with only 
brief attention, and it was repeated that “....in general the 
proportion of the bank’s funds supplied by the bank’s owners is 
the most important measure of the bank’s ability to withstand 
deterioraticz in its assets.’”* 

Recently, however, the Federal Deposit Insurance Corporation 
seems to have withdrawn almost wholly from its adherence to the 
capital-deposit ratio. In the Corporation’s 1939 annual report, 
the policy statement dealing with “Adequate bank capital” says: 
“The Corporation believes that every bank should have a mini- 
mum net sound capital equal to at least 10 percent of the ap- 
praised value of its assets.’’ 

Compiroller of the Currency.—Except for the Williams proposal 
referred to earlier, the official records of the Comptroller of the 
Currency do not reveal adherence to the one-to-ten capital-de- 
posit ratio. Nevertheless, the Comptroller’s office apparently ob- 
serves this standard for some purposes. Retirements of preferred 
stock are permitted or rejected on the basis of the capital-deposit 
position, and, although no specific standard is rigorously applied, 
the one-to-ten ratio apparently is a minimum.”* Other evidence as 


6 Annual Report of the Federal Deposit Insurance Corporation, 1936, p. 27. 

7 Annual Report of the Federal Deposit Insurance Corporation, 1937, pp. 15-16. 

® Annual Report of the Federal Deposit Insurance Corporation, 1938, p. 19. 

* Annual Report of the Federal Deposit Insurance Corporation, 19309, pp. 12-13. 

© These facts are based on a somewhat obscure and indirect source but one 
which seems to be reliable. R. Gordon Baldwin, bank commissioner of Connecticut, 
speaking at the annual convention of the National Association of Supervisors of 


State Banks, October 7, 1937, reported these facts as a digest of, or quotation from, 
a letter written by the Comptroller (cf. Proceedings of National Association of 


Supervisors of State Banks, 1937, pp. 37-40). 
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to the Comptroller’s position is indirect and not necessarily au- 
thoritative.™ 
USE OF CAPITAL-DEPOSIT RATIO BY STATE 
BANK SUPERVISORS 

At least fourteen states apply the one-to-ten ratio in banking 
regulation—thirteen by statute and one by supervisory discretion. 
These fourteen states include six —California, Indiana, Michigan, 
New York, Texas, and Wisconsin—with substantial banking 
strength. Because the supervisory policies of states are seldom 
revealed in reports or statements of policy, there may be, and 
probably are, many more state supervisory bodies which observe 
this standard. 

The New York state banking department adheres to the policy 
of requiring a minimum capital-deposit ratio of one to ten in con- 
sidering cases for the retirement of preferred stock.” 

The capital-deposit supervisory standard is incorporated in the 
laws of at least thirteen states." In ten of the states, the one-to- 


™ According to a press interview with L. M. Giannini, president of the Bank of 
America, San Francisco, one of the points of difference between that bank and the 
Comptroller’s office was whether or not the capital of the Bank of America should 


be increased. The directors of that bank agreed reluctantly to such an increase. It 
was widely noted in press accounts that its capital after the increase would amount 
to about ro per cent of deposits. 

™ New York State, Annual Report on Banks and Trust Companies for 1938, 
pp. 8-9. 

"3 The thirteen states, together with a brief description of the related provisions, 
are as follows: 

Arizona.—If average deposits are in excess of ten times capital and surplus for a 
six months’ period, capital is to be increased at least to this level (Revised Code of 
Arizona, 1928, sec. 221; apparently enacted in 1927). 

California.—Commercial banks shall maintain capital and surplus equivalent 
to 10 per cent of the first million dollars of deposits and 5 per cent of deposits in 
excess of this amount (General Laws, I, Act 652, sec. 19; first enacted in 1909 but 
revised in both 1919 and 1923 when the present form was adopted). 

Colorado.—Capital and surplus shall be 10 per cent of daily average deposits 
during preceding year. If surplus equals capital, undivided profits may be included 
with capital and surplus in the discretion of the banking commissioner (Colorado 
Statutes, Anno., 1935, I, c. 18, “Banks and Banking,” sec. 28; adopted in 1927). 

Indiana.—If daily average deposits exceed 10 times sound capital, the state 
banking department may require an increase of capital (Burns Indiana Statutes, 
Anno., 1933, V, sec. 18-1603, and same section of December, 1939, cumulative pocket 
supplement; apparently first enacted in 1933 and revised in 1935 and 1937). 

Michigan.—A schedule of capital requirements in relation to deposits is in- 
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ten ratio is a part of the regulatory scheme. Practically all the 
statutes provide that if deposits exceed the prescribed ratio to 
capital for some specified period, new capital must be raised or 
further deposit increases must be resisted. Most of the provisions 
permit some administrative latitude in application. 


corporated in the law, but the state banking commission is allowed considerable 
latitude in applying the law. The basic requirement of capital is 10 per cent of 
deposits (Michigan Statutes, Anno., XVII, secs. 23.1 and 23.772 of 1939 cumulative 
supplement; apparently first adopted in 1929 and revised in 1937). 

Mississippi.—No bank shall hold deposits continuously for six months in excess 
of 12} times capital and surplus except by permission of state comptroller who 
may give permission to hold up to fifteen times capital and surplus for six months’ 
intervals (Mississippi Code 1930, Anno., 1938 Suppl., sec. 640; apparently adopted 
in 1926, possibly as early as 1914, and revised in 1934). 

Nebraska.—Banks organized in 1935 or after with capital stock of less than 
$25,000 must maintain capital and surplus equal to 10 per cent of deposits. All 
banks with capital and surplus less than 10 per cent of deposits are required to carry 
20 per cent of current net profits to surplus before paying dividends. Enacted in 
1935 (1939 Cumulative Supplement to Compiled Statutes of Nebraska [1929], S. 8-122, 
8-142). 

Nevada.—Deposits shall not be increased if capital and surplus do not equal 8 
per cent of deposits averaged over a sixty-day period. However, the law adds that 
“nothing .... shall . . . . prohibit acceptance of deposits while proceeding expedi- 
tiously as determined by the superintendent of banks” (Nevada Compiled Laws, 
1929, 1938 pocket supplement of Vol. I, sec. 747.19; apparently adopted in 1935). 

North Dakota.—Capital shall be increased whenever capital and surplus shall 
amount to less than 1o per cent of deposits (Laws of North Dakota, 1935, c. 933 
enacted in 1935). 

Rhode Island.—Deposits (exclusive of savings and participation departments) 
shall never exceed ten times unimpaired capital and surplus (General Laws of Rhode 
Island, 1938, sec. 2, C. 133; apparently enacted in 1933). 

South Dakota.—A revision of capital requirements for the organization of banks 
adopted in 1919, 1925, or 1927 contained a provision that required banks organized 
prior to that time to observe the new capital requirements if their deposits in any 
six months’ period exceeded ten times their capita] and surplus. The law also pro- 
vides that no bank shall receive deposits in excess of fifteen times its capital and 
surplus, the deposits to be determined by an average of the preceding six months 
(South Dakota Code of 1939, sec. 6.0303). 

Texas.—The banking law of this state provides a schedule of capital require- 
ments of from ro to 20 per cent of deposits for banks of various sizes as determined 
by amount of deposits. Small banks are required to have the thicker capital equities. 
If deposits exceed the scheduled amounts, capital must be increased by 25 per cent 


[Footnote 13 continued on p. 49] 
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QUESTIONABLE LOGIC OF THE CAPITAL-DEPOSIT STANDARD 


Any supervisory standard for measuring capital adequacy 
should be expressed in terms of the function of bank capital. The 
selection of an appropriate standard, therefore, can follow only 
from a clear understanding of what bank capital is expected to 
do. The function of bank capital, as said before, is to protect 
bank creditors—mostly depositors—against ultimate loss. This 
is nearly a truism, but it suggests what may not be true, namely, 
that the amount of capital a bank needs is measured by its deposit 
liabilities. Capital is supposed to protect against loss. Losses re- 
sult from asset depreciation. It is true that deposit movements in 
periods of depression may cause banks to sacrifice assets and 
realize losses which might otherwise be avoided. Even in such 
periods, however, deposits do not measure the risk of loss; that 
is done by the quality of assets. 

If assets of all kinds involved about the same degree of risk, 
this objection to the capital-deposit supervisory standard would 
be logically correct but unimportant. For a given amount of capi- 
tal, total bank liabilities bear a mathematical relationship to total 
bank assets.'* The essential and important point is that assets do 
not all involve the same amount of risk. Cash is almost wholly 
riskless. Open-market loans, Treasury bills, and other short-term 
Treasury obligations are so nearly riskless as to require very little 
capital protection. Long-term Treasury and high-grade issues in- 


[Footnote 13 continued from p. 48] 


except as the superintendent of banking may give relief (Vernon’s Civil Statutes of 
Texas, Anno., Art. 506, c. 8, Title 16; adopted in 1921 and revised in 1927). 

Wisconsin.—If daily average deposits for one year are in excess of fifteen times 
capital plus ten times unimpaired surplus after deduction of doubtful assets and 
losses as determined by the banking commission, the capital shall be increased 
above this level (Wisconsin Statutes, 1937, sec. 220.075; apparently adopted in 
1935). 

In addition, the banking law of South Carolina provides that banks cannot be 
chartered without “sufficient capital to qualify . . . . for membership in the Federal 
Deposit Insurance Fund” (South Carolina Acts, 1939, No. 152). Although the Feder- 
al Deposit Insurance Corporation has capital-maintenance rules for operating banks, 
it does not appear to have any requirements which apply to newly organized banks. 


«4 If the capital-liabilities ratio is 1/, the capital-assets ratio is 1/(m + 1). 
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volve mainly the risk of long-term interest-rate increases. Unless 
it is assumed that banks are going to be pressed for cash some- 
time in the future—a circumstance that seems very remote—this 
is not a very great risk. On the other hand, some kinds of assets 
involve greater degrees of risk. Some investments and some 
classes of loans could produce substantial amounts of loss. Capi- 
tal is needed to safeguard such assets. Fixed assets of banks, such 
as banking house, furniture, and fixtures and other real estate 
owned, presumably should be wholly covered by bank capital. 

If all banks had essentially similar asset compositions the capi- 
tal-deposit supervisory standard, while illogical, would not work 
any great hardship in practice. The defect of the capital-deposit 
ratio, however, is in failing to recognize the very great differences 
that do prevail. Banks in the money markets frequently are high- 
ly liquid and have earnings assets of only slight credit risk and 
with considerable diversification. Other banks, such as those in 
some rural areas, have to bear the undiversified risks of local agri- 
culture and industry. Capital protection adequate for a money- 
market bank expressed as a proportion of deposits might be woe- 
fully insufficient for provincial banks. 

Another consideration which makes the capital-deposit ratio 
a misleading guide to supervisory policy is that the character of 
bank assets and constituency of bank portfolios change between 
periods. A most striking demonstration of this sort of change is 
in the great growth of uninvested cash in banks during the last 
five years. A comparison of the condition of all insured banks on 
June 30, 1934, and on December 30, 1939, five and one-half years 
later, is shown in Table 1. 

The amounts of customer loans increased only moderately over 
this interval, and “other” security holdings, fixed assets, and 
“other” assets were little changed. Holdings of United States gov- 
ernment securities direct and guaranteed increased about a half, 
but the greatest change was in bank cash, which more than 
doubled. Deposits (and a small amount of other liabilities) in- 
creased by more than half. The capital-deposit ratio declined 
from more than a sixth to almost a ninth. 
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An estimate of capital position based on asset composition, 
however, shows some decline but of no such striking degree. For 
purposes of estimate the whole of fixed banking assets (bank 


TABLE 1* 


ALL INSURED COMMERCIAL BANKS 
(In Millions of Dollars) 








June 30, 1934 | December 30, 1930 





9,381 21,876 


anteed 10, 302 15,567 
Other securities 6,071f 6, 
Open-market loans (partly estimated). . , 1,621 1,200 
Customer loans 13,568 15,666 
Fixed assets (bank building, furniture and fix- 

tures, and other real estate owned) 1,765 1,657 
Other assets 728 320 





43,436 63,146 





Deposit and other liabilities 37,192 56,622 
Capital accounts 6,244 6,524 





Ratio of capital to deposits and other lia- 
bilities 


16.8 percent 11.5 percent 





Calculation of asset protection: 
Capital accounts 6,244 6,524 
Less: 

100 per cent of fixed assets 1,765 1,657 
5 per cent of United States government! 
securities, direct and guaranteed, and 
of open-market loans 596 838 

i 3,883 4,029 

Customer loans, other securities, and other 

20,367 22,846 





Asset protection 19.1 percent 17.6 percent 











4 F- Deposit Insurance Corporation, Assets and Liabilities of Insured Commercial Banks, 
os. t and 12. 

t ah investment in real estate, estimated to be $1 25,000,000, was transferred from investments 
to fixed assets 


building, furniture and fixtures, other real estate owned, and in- 
vestments representing such assets) and 5 per cent’ of United 
States government security holdings and of open-market loan 

*s This 5 per cent, which plays an important role in the estimate, may be con- 
sidered inadequate by some, excessive by others. Such evidence as may derive 
from the charge-off figures shown in the earnings and expense reports of banks sug- 
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holdings were deducted from the aggregate capital accounts. As 
shown in Table 1, the residual capital protection for customer 
loans, “other” securities, and “other’”’ assets has declined only 
about one-thirteenth in contrast to the decline of almost one- 
third in the capital-deposit ratio. Considering the improved credit 
position of bank loans,” it must be concluded that banks are now 
stronger than five years ago—not weaker as the capital-deposit 
ratio would seem to indicate. 

Pragmatic appraisal of the capital-deposit supervisory stand- 
ard—a test of whether it has been or could have been useful in 
revealing banking weakness and forecasting bank suspensions— 
cannot be made with entire satisfaction from the available evi- 
dence. The causes of bank suspensions have been debated more 
than explored. From the limited evidence, however, it would ap- 
pear that the capital-deposit ratio, at least as based on book val- 
ues, was not prophetic of banking difficulties. Depreciation of 
assets and lack of liquidity appear to have been more important." 

There is evidence that the supervisory authorities, conscious 
of the limitations of the capital-deposit ratio, have not applied it 
rigidly and without recognition of most of the qualifications enu- 
merated above."* Qualified application of the standard, however, 
is not a satisfactory solution. If the capital-deposit ratio is no 
longer an appropriate measure of capital adequacy, there is no 
reason for trying to retain it, even with qualifications; the proper 
course would be to abandon it and to formulate more reasonable 
measures of capital position—measures which presumably would 
be based on asset conditions. 


gests that it is more than ample. Since che possibility that many banks will need to 
sell securities for cash is remote, the chances of realized losses of any serious amount 
are slight. If for any reason, however, long-term money rates should rise, banks 
would have to content themselves with less current income than could be obtained 
by new investment in the market. 

6 Annual Report of the Federal Deposit Insurance Corporation, 1938, pp. 204-5, 
Table 133, and the Report, 1939, pp. 164 and 168-69, Tables 131 and 132. 

17 For representative studies cf. Gile and Garlock, General Indicators of the Con- 
dition of Arkansas Banks, University of Arkansas, College of Agriculture Bull. 298 
(1934), and Federal Reserve Bulletin, June, 1939, pp. 468-76. 

18 Supra, pp. 44-46; cf. particularly the Annual Report of the Federal Deposit 
Insurance Corporation, 1939, pp. 12-13. 
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PROPOSED MODIFICATIONS OF THE CAPITAL- 
DEPOSIT RATIO 

The defects of the capital-deposit ratio have been noted by a 
number of banking observers, and several modifications of it have 
been suggested. One which has received a great deal of attention 
was suggested by J. Stewart Baker, chairman of the board of 
directors of the Bank of The Manhattan Company, in his report 
to the stockholders at the 1939 year-end. This suggestion was that 
Reserve bank balances be deducted from deposits before calculat- 
ing the capital-deposit ratio. 

This proposal has the merit of recognizing the riskless nature 
of one kind of banking asset that has recently increased enor- 
mously—cash. It nevertheless fails to recognize other asset dis- 
tinctions which are of as great importance logically and quanti- 
tatively. 

Another suggested qualification of the capital-deposit ratio is the 
establishment of special reserves relating to specific classes of as- 
sets. This form of advice has been advanced primarily by persons 
dealing with bank-investment practice. Wilkinson suggests that 
bond profits and bond income in excess of a fixed yield should be 
maintained in a special reserve account.”® This practice could be ad- 
vocated for all classes of assets, and as a result capital accumula- 
tion would be more in proportion to depreciable assets than to 
deposit totals. Wilkinson, however, does not appear to view his 
scheme as one to replace the supervisory use of the capital-deposit 
ratio. 

Another suggestion, advanced by Jesse J. Gard in his Graduate 
School of Banking thesis,”° is, in essence, that the capital-deposit 
standard be abandoned in its entirety and that individual bank 
requirements be determined by supervisory discretion. Mr. Gard 
considers, but rejects, a capital-loans and investment standard. 
The weakness of this suggestion is that supervisory authorities 
could not frame their requirements without reference to some 


19 J. Harvey Wilkinson, Investment Policies for Commercial Banks (New York, 
1938), chap. xi. 

2° Jesse J. Gard, “Relationship of Capital to Deposits in American Banks,”’ 
unpublished manuscript deposited in the New York City Library of the American 
Bankers Association. 
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standards. The problem has to be faced, and Mr. Gard’s plea is 
really against a mandatory standard. 


MERITS OF JUDGING CAPITAL ADEQUACY IN 
RELATION TO ASSET CONDITION 

The writer does not suggest a concrete formula for replacement 
of the capital-deposit ratio. He does suggest, however, that as- 
sets furnish a more reasonable guide to capital requirements than 
deposits and that any formula should recognize that there are 
various grades of assets as regards risk. An important advantage 
of applying a standard which would take account of different 
degrees of risk in various classes of assets is that it would furnish 
the supervisory authorities with an important means of control 
over the acquisition of bank assets. Such existing powers are mea- 
ger except for certain ones in connection with investment securi- 
ties. The supervisory authorities can require losses to be charged 
once their existence is established, but measures available for con- 
trolling the acquisition of assets that offer a substantial degree of 
possible loss are not altogether adequate. The assets standard 
would furnish a concrete restriction against the excessive buying 
of assets involving high degrees of risk. If only a moderate 
amount of capital were required for nearly riskless assets, they 
could be acquired in substantial amounts, but, if large proportions 
of capital were required for more doubtful classes of assets, their 
acquisition would be limited unless capital were increased. The 
supervisory objectives of capital regulation would be achieved, 
whether this form of control resulted in limiting the acquisition of 
risky assets or in increasing bank capital. The assets standard 
would be effective in checking losses or in providing protection 
against them before they actually appeared. 

An assets standard would have the further advantage of indi- 
cating a need for added capital only when it really materialized 
and when the banks could raise added capital most easily. Banks 
hesitate to add to capital now because their deposit increases are 
only partly invested and provide little added earning power. Su- 
pervisory agencies, though admitting that these added deposits 
do not increase the current risk, may still insist on capital addi- 
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tion because they are unable to know when the added deposits 
will be turned from idleness to employment at a risk. 

This line of argument is essentially sound, but it does not nec- 
essarily support the appropriateness of the capital-deposit ratio. 
If anything, it leads to the conclusion that a supervisory formula 
of capital-asset protection would be more appropriate, since it 
would not indicate a need for additional capital until it existed. 
In addition, an assets standard would furnish a more direct and 
effective control over the investment policies of banks. At pres- 
ent an individual bank does not change its capital-deposit ratio 
appreciably if it adds to its earnings assets. The ratio remains 
unchanged throughout the process of paying out cash on a loan 
or for a security. It is only by looking beyond the capital-deposit 
formula, in other words disregarding it, that banks are led to 
restrict their investments because of limited capital. 

The capital-deposit ratio may indicate the need for more capi- 
tal to supervisory authorities at the very time when banks would 
be at the greatest disadvantage in raising it—just as at the pres- 
ent. When added deposits and idle funds are piling up, money 
rates are low, and bank earnings correspondingly reduced. New 
capital can then be raised privately only at a comparative dis- 
advantage. The assets standard would not indicate a need for 
more capital until new earnings assets were being acquired. At 
such a time banks presumably would be in a much more advan- 
tageous position to go to the markets for new capital. Earnings 
prospects would then be brighter. 

One objection—if it really is an objection—which can be raised 
against the relation of bank capital to bank assets as a supervisory 
standard is that such a standard would tend to discourage bank 
investment in the early and middle stages of business recessions. 
Although this objection to an assets standard is not without valid- 
ity, it applies with almost equal force to the capital-deposits 
standards. In some periods, such as the present, the capital-de- 
posit ratio appears to be as effective in the inhibition of bank- 
credit expansion as an assets standard would be. Lionel Edie in 
his appraisal of easy-money influences found the existing slender 
capital-deposit ratio currently to be one of the most important 
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checks on inflation of bank credit.* The inherently restrictive 
effect on credit expansion of the capital-deposit standard would 
be obviously and directly apparent if this standard were applied 
according to the formula suggested by Baker,” where Reserve 
bank balances would be deducted from deposits before the calcu- 
lation of the limiting ratio. If a bank needed to deduct its cash 
reserves, including the part which was in excess of requirements, 
to have a satisfactory capital ratio, it could not lend or invest 
these funds. 

The tendency to check bank investment inherent in the capital- 
deposit standard is further illustrated by the proposal, which has 
been recently discussed in some quarters, to use the capital-de- 
posit ratio as a device for sterilizing the present very large vol- 
ume of excess reserves.” 

Assets standards for judging capital adequacy might involve 
some administrative complexities in their application. For ex- 
ample, the application of almost any form of the assets standard 
would involve differential rates of capital requirements for vari- 
ous classes of assets, varying according to the degree of risk en- 
countered. As a result the supervisory authorities would have to 


assume the responsibility of determining the risk inherent in vari- 
ous classes of assets. Special-interest pleading by various debtor 
classes would constantly vex the authorities charged with such 
determination. This might be an important objection but prob- 


2t Fasy Money (New Haven, 1937), pp. 94-102; cf. also Ralph E. Badger, 
“Bank Investments in Relation to Current Operations,” Michigan Business 


Papers, No. 8 (January, 1940), pp. 75-84. 

2 Supra, p. 53. 

23 Supra, p. 41. One of the more systematic accounts of reserve-control proposals 
including that embodying the capital-deposit standard has been presented by 
Lawrence H. Seltzer, “The Problem of Our Excessive Banking Reserves,” Journal 
of the American Statistical Association, March, 1940. The application of capital 
standards as an instrument of credit control appears to have little to recommend it. 
Seltzer shows no enthusiasm for the scheme. Other instruments of control not 
only are more flexible but have the advantage of not giving rise to unrelated and 
possibly damaging secondary effects. In some periods the interests of credit control 
might require the application of capital standards far in excess of those demanded 
by prudence, while in others they might neglect minimums of safety for the sake of 
other interests. 
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ably not an insuperable one. In general the scheme involves no 
obscure or complex concepts which would prejudice its general 
acceptance. There is evidence that bankers would welcome it.*4 

There is also evidence that the supervisory authorities are dis- 
satisfied with the capital-deposit standard. There is no evidence, 
however, that they have found a preferable alternative. It was 
noted above that the Federal Deposit Insurance Corporation now 
cites a minimum requirement of ro per cent of assets rather than 
10 per cent of deposits as a supervisory objective. The advantage 
of this change is minimized, however, by the unwillingness to 
recognize differences among bank assets. In the Corporation’s 
1939 annual report there is a policy statement on “Quality of 
assets” following the statement on “Adequate bank capital,” 
which was referred to above. With respect to quality of assets, it 
is said: “The Corporation does not believe it desirable, in estab- 
lishing supervisory rules and principles, to differentiate among 
types of assets.” 

The direction of this change, qualified as it is, nevertheless is 
away from the supervisory use of the apparently outmoded capi- 
tal-deposit standard. 

24 The typical banking position has been well expressed in Robert S. Burns’s, 
“Fallacy of a Mandatory 10 to 1 Deposit-Capital Ratio for Banks,” American 
Banker, January 22, 1940. Another bank view of the capital-deposit ratio is con- 
tained in a report to the Illinois Bankers’ Association, Mandatory Deposit-Capital 
Ratio as a Yardstick of Depositor Protection, prepared by T. H. Golightly for the 
I.B.A. Committee on Bank Management, February, 1940; cf. also Richard Dana 
Skinner, “(Do Our Banks Need More Capital?” Barron’s January 8, 1940. 

In addition there has been some academic notice of the capital-deposit standard. 
Late in 1940 the Institute of International Finance published a study (Bull. 112), 
Ratio of Capital Funds to Deposits of Commercial Banks in the United States. In 
brief the conclusions of this study were that the capital-deposit standard is both 
arbitrary and inadequate; that individual bank-capital requirements should be 
established by bank supervisors without reference to a specific ratio standard; and 
that if a standard were to be used it should relate “available” capital funds, i.e., 
capital funds less fixed assets, to earning assets classified according to degree of risk 
involved. 

The study, Capital Expansion: Employment and Economic Stability, published 
by the Brookings Institution, May, 1940, suggests that banking capital is inade- 
quate (pp. 124-26). The basis for this appraisal is a review of capital-deposit ratios, 
implying an approval of that standard. 

*5 Annual Report of the Federal Deposit Insurance Corporation, 1939, Pp. 13. 
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EDIATION and arbitration agencies of the State of 
New York have achieved a success in promoting indus- 
trial peace during the years 1937-40 which stands out 
in sharp contrast with the results obtained by the agencies designed 
to perform similar functions in the majority of the other states. 
Although more than three-fourths of the states at some time in 
their histories have enacted legislation relating to the mediation 
of labor disputes, the accomplishments of all but a few of the 
agencies provided for by this legislation have been negligible. In 
a few states legislation was passed, but no boards were ever ap- 
pointed; in other states appointees whose terms have expired 
have not been replaced; and in many states the agencies have 
contributed so little to the maintenance of industrial peace that 
the statutes have been repealed. Nearly all those boards which 
have actually operated over a period of time have found them- 
selves unable to intervene in many disputes. In few of the contro- 
versies in which they have intervened have they succeeded in pre- 
venting or materially shortening the duration of strikes or lock- 
outs. Factors which in many states have been responsible for 
these disappointing results are inadequacy of the legislation, in- 
* The primary sources of this article are the case files of the New York State 
Board of Mediation and of the New York State Labor Relations Board which the 
author was privileged to examine in the course of a field study during the summer 
of 1939. Additional information was obtained from interviews with members of the 
personnel of these boards and from personal observation of their work. The dis- 
cussion has been revised in the light of developments during the period between 
September, 1939, and July, 1940, but there has been no opportunity for a considera- 
tion of any events which occurred after July, 1940. 
The author is greatly indebted to Professor H. A. Millis of the University of 
Chicago for his very helpful advice and suggestions concerning this study. 
59 
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competence of the personnel, and failure of the boards to win the 
confidence and interest of employers and labor organizations. 

The United States Conciliation Service is the agency of the 
federal government which attempts to mediate in all industries 
other than railway and air transportation. It has succeeded in 
settling a large percentage of the disputes in which it has inter- 
vened at the request of one of the parties or of the state authori- 
ties. But it cannot or does not provide all the services which must 
be available if industrial strife in the nation is to be reduced to a 
minimum. Its work consists almost exclusively of mediation; it 
seldom attempts to effect a settlement by arbitration, and it does 
not appoint fact-finding boards. Moreover, the number of con- 
ciliators employed is inadequate, and there is room for consid- 
erable improvement in the quality of the personnel. 

The United States now faces one of the gravest crises in its his- 
tory. It is imperative that the national defense program be car- 
ried out with the greatest possible speed. Industrial strife must 
be reduced to an absolute minimum if production adequate for the 
national defense program is to be secured. This can be done only 
by continued protection and promotion of collective bargaining 
by the labor relations boards and by the establishment of ade- 
quate federal and state agencies authorized and equipped to 
mediate, arbitrate, investigate, or perform any other function in 
order to settle disputes voluntarily submitted to them. At the 
present time the New York system of labor relations legislation 
is an excellent model which should be studied by Congress and the 
various state legislatures because it provides for two complemen- 
tary state agencies to perform these two complementary sets of 
functions. In this article an attempt is made to describe the vari- 
ety of methods by which the New York State Board of Mediation 
promotes industrial peace and the relationship between this board 
and the New York State Labor Relations Board. 


THE NEW YORK STATE BOARD OF MEDIATION 


The New York State Labor Relations Act? and the New York 
State Mediation Act’ were enacted in May, 1937. When both 


? Art. 20 of the Labor Law (Secs. 700-716). 
3 Art. 21 of the Labor Law (Secs. 750-58). 
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went into effect on July 1, 1937, a new era in the history of 
governmental intervention in labor relations in New York 
began. The State Labor Relations Act was designed to protect 
the right of employees to organize and bargain collectively 
through representatives of their own choosing, to provide govern- 
mental machinery for investigation of questions or controversies 
concerning representation and certification of representatives, and 
to require an employer to bargain in good faith with the union 
representing the majority of his employees. Consequently, the 
jurisdiction of the State Labor Relations Board is confined to 
those disputes which involve questions of representation or 
charges of unfair labor practice. On the other hand, the Media- 
tion Act is concerned with the broader problem of the settlement 
of all industrial disputes of any types. The philosophy on which 
the Act is based is expressed in Section 750. 

It is hereby declared as the public policy of this state that the best inter- 
ests of the people of the state are served by the prevention or prompt settle- 
ment of labor disputes; that strikes and lockouts and other forms of indus- 


trial strife, regardless where the merits of the controversy lie, are forces pro- 
ductive ultimately of economic waste; that the interests and rights of the 


consumers and the people of the state, while not direct parties thereto, 
should always be considered, respected, and protected; and that the volun- 
tary mediation of such disputes under the guidance and supervision of a 
governmental agency will tend to promote permanent industrial peace and 
the health, welfare, comfort and safety of the people of the state. To carry 
out such policy, the necessity for the enactment of the provisions of this 
article is hereby declared as a matter of legislative determination. 


The Act provides for the New York State Board of Mediation 
consisting of five members appointed by the governor “‘by and 
with the advice and consent of the Senate.” This board may 
function in any labor dispute involving workers who are em- 
ployed in the state of New York. In order to avoid duplication 
of effort and the possibility of conflict, early in its history the 
board concluded a working agreement with the United States 
Conciliation Service. It was agreed that the board shall make 
the first attempt to settle by mediation any dispute involving 
workers employed in the state of New York and that the Concilia- 
tion Service shall intervene only at the specific request of one or 
more of the parties or of the board itself. However, it was also 
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stipulated that whenever the Conciliation Service is asked to 
intervene by one of the disputants it shall inform the board of 
its activities. The board refers a few cases to the Conciliation 
Service when it finds that it is not equipped to effect a settle- 
ment. Thus a dispute involving the employees in the New York 
plants of the nation’s major meat-packing firms was referred to 
the Conciliation Service when the board found that the employers’ 
policies were being determined by officials in Chicago. 

While the State Labor Relations Act stipulates that each mem- 
ber of the S.L.R.B. shall devote his entire time to the work of 
this board, the members of the Board of Mediation are compen- 
sated on a per diem basis and are expected to spend only part 
of their time in the performance of the duties of their positions 
as members of the board. The competence and prestige of its 
personnel is one of the most important of the factors responsible 
for the success which has been achieved by the board. During 
the first two years of its history the members of the board 
were William H. Davis, a leading patent attorney in New York 
City, chairman; Arthur S. Meyer, an investment counselor and 
retired corporation executive; Max Meyer, a retired businessman; 
John C. Watson; and Miss Mabel Leslie, a social worker. In 1939 
Watson’s term expired, and he was replaced by Thomas L. Nor- 
ton, a professor of economics at the University of Buffalo. The 
board is authorized to appoint an executive secretary and the 
necessary clerical assistants. Jules S. Freund has rendered valu- 
able service as the executive secretary. During the first three 
years he served as mediator or arbitrator in a large proportion of 
the cases handled by the board.’ 


4Since the completion of this study there have been several changes in the 
membership of the board. Davis has resigned in order to devote his time to other 
duties. Professor Paul R. Hays of the Columbia Law School has been selected to 
fill the vacancy caused by the appointment of Arthur S. Meyer to the chairmanship. 


5 Only the more important cases which involved many employees or were con- 
cerned with unusually difficult issues were referred by Mr. Freund to the members 
of the board. This arrangement made it possible for a member to devote his atten- 
tion to one or two lengthy disputes at a time, to become intimately acquainted with 
the problems of the particular industries in which these difficult disputes arise, and 
to gain the confidence of both the employers and the labor organizations in these 
industries. The success that can be achieved along these lines is indicated by the 
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The success achieved by the board is to be attributed in large 
measure to the fact that in all proceedings before it the parties 
appear and participate voluntarily. The board has no power to 
compel any employer or labor organization to appear before it 
or to present its case. Even after the parties have agreed to 
submit the controversy to mediation, the board has no power to 
impose any settlement upon them. 

This generalization is subject to one qualification. The board 
does have the power to subpoena witnesses and compel their at- 
tendance.* However, early in its history this power was narrowly 
construed by a court decision arising out of one of the first cases 
in which a union appealed to the board to mediate. In the Robins 
Dry Dock and Repair Company case the employer refused to sub- 
mit to mediation by the board. Since this was an important con- 
troversy involving the public interest, the board caused a 
subpoena to be served on the employer requiring him to appear 
at a mediation conference. He refused to comply and took the 
matter into the courts. The New York Supreme Court said 
that, since mediation is a process of attempting to settle dis- 
putes in which parties voluntarily participate, the true essence of 
it would be destroyed if any party were compelled to discuss any 
matter with the board.? Consequently, the court held that the 


fact that after Commissioner Arthur S. Meyer obtained by mediation an agreement 
settling a long controversy in the New York City milk industry in 1939, the parties 
appointed him permanent impartial chairman to arbitrate all disputes under the 
agreement. 

A separate bureau of mediation and arbitration had existed within the State De- 
partment of Labor for many years. On the recommendation of the Ives Committee, 
in the winter of 1940, the legislature enacted, and the governor approved, a measure 
which merged this bureau with the Board of Mediation on July 1, 1940 (cf. Report 
of the New York State Joint Legislative Committee on Industrial and Labor Relations 
[Albany, 1940], p. 36). This merger added three full-time mediators to the staff of 
the board’s New York office and created an Albany office with a staff of three full- 
time mediators. In addition, the board now maintains an office in Buffalo to which 
one member of the staff has been assigned. 

6 Sec. 753, subdiv. 2. 

7 This decision was handed down by Justice Meyer Steinbrink in Matter of 
New York State Board of Mediation (Robins Dry Dock and Repair Co., etc.) (Kings 
County, special term, Part I) on September 9, 1937, reported in New York Law 
Journal, September 10, 1937, Pp. 629, col. 4. 
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board has no power to subpoena a party in order to compel it to 
submit to mediation. However, the court also said that after 
the disputants have voluntarily appeared and submitted to 
mediation the board has the power to subpoena witnesses, docu- 
ments, and other evidence to facilitate the examination of any 
factual questions which may arise during the course of a media- 
tion conference. Although this decision restricted its powers, the 
board did not appeal to a higher court because it was satisfied with 
this guaranty of the voluntary nature of its work. During the 
first two and one-half years it never found it necessary to exercise 
even this limited power of subpoena in order to obtain the at- 
tendance of witnesses at mediation conferences.® 

The Mediation Act is based on the theory that settlements 
reached voluntarily by the parties themselves prove more work- 
able and durable than those imposed by the authority vested 
in the third party or by superior force because they leave less 
bitterness in their wake. The board itself ascribes a great deal of 
its success in the establishment of co-operation and good will 
between management and labor to its emphasis on voluntary 
settlements. When it reviewed the first year and one-half of its 
history, it concluded: 

The growing knowledge of management and labor that the Board has no 
arbitrary power to compel either side to submit to any conditions distasteful 
or unsatisfactory to it has led to a noticeable increase in the number of dis- 


putes submitted for mediation and, conversely, to a marked decrease in the 
desire to settle labor disputes through a test of economic strength.° 


There is a variety of procedures by which a controversy may be 
submitted to the board. More cases are brought to the attention 
of the board by a direct appeal by one of the parties for interven- 


® It should be noted that in the Robins case the court was concerned solely with 
the board’s power to subpoena in mediation cases. Under the arbitration law of the 
state of New York, after the parties have voluntarily submitted a matter to arbitra- 
tion, the arbitrator has full power to subpoena witnesses, documents, and all other 
relevant evidence. 

*New York State Board of Mediation, ‘Second Annual Report” (mimeo- 
graphed), p. 1. See also “First Annual Report of the New York State Board of 
Mediation” (mimeographed; New York, July 1, 1938), p. 4, and Report of the New 
York State Joint Legislative Commitiee on Industrial and Labor Relations, p. 37. 
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tion than by any other method. In such cases the board regularly 
invites representatives of the parties to a mediation conference 
by sending out form letters. In order not to encourage one side 
to increase its claims and become less amenable to a compromise 
settlement, these form letters do not reveal the fact that the other 
side has actually requested mediation. Many cases are brought to 
the attention of the board by the daily reports made by the 
New York City Police Department of all strikes it discovers. 
On the basis of one of these reports the board frequently offers 
its services simultaneously to both disputants and cites the re- 
port as its source of information. It maintains a file of copies of 
all agreements reached with its assistance. Shortly before the 
scheduled expiration date of one of these agreements the board 
may take the initiative of writing to the parties to offer its serv- 
ices in case any difficulties have developed in the negotiations 
for a new agreement. It is mandatory upon the board to inter- 
vene in a dispute at the direction of the governor,” but few 
cases have been brought to the attention of the board through 
this channel. Finally, many controversies are submitted to 
the board when both disputants agree simultaneously to re- 
quest its services. Early in its history the board recognized 
that in cases involving a strike or threat to strike speed of action 
is essential. Consequently, the average time taken by the board 
to commence efforts to settle disputes presented to it is consider- 
ably less than twenty-four hours per case.™ 

Since the mediator’s choice of methods is very largely deter- 
mined by the personal factor in the particular case, it is difficult 
to generalize concerning the procedure followed in mediation 
cases. However, members of the board’s staff have usually per- 
formed one or more of the following functions when mediating: 


1° Sec. 753, subdiv. 1, stipulates that “upon its own motion, in an existing, im- 
minent or threatened labor dispute, the board may and, upon the direction of the 
governor, the board must take such steps as it may deem expedient to effect a 
voluntary, amicable and expeditious adjustment and settlement of the differences 
and issues between employer and employees which have precipitated or culminated 
in or threaten to precipitate or culminate in such labor dispute.” 


™ “First Annual Report of the New York State Board of Mediation,” p. 5. 
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1. The function of clarifying the issues by interpreting to each 
party the position of each of the other parties involved in the 
dispute. 

. The function of acting as an intermediary when one or more 
of the parties decides to make concessions but, for reasons in- 
volving pride and prestige or for other reasons, refuses to meet 
with representatives of the other side. In order to perform 
this function, the mediator must confer separately with the 
representatives of each party. 

. The function of developing and presenting to the disputants 
a plan for an equitable and practicable settlement of the entire 
controversy which is based upon the mediator’s knowledge of 
trade agreements and machinery for collective bargaining 
which have functioned effectively in other cases. If the media- 
tor cannot persuade the parties to accept his plan in its en- 
tirety, he may suggest that it be used as the basis for a com- 
promise settlement. This procedure requires the greatest skill 
on the part of the mediator and is frequently the most im- 
portant factor in bringing about an agreement. 

. The function of recommending to the disputants that the 


entire controversy, or those issues which apparently cannot be 
settled by mediation, be submitted for arbitration by a person 
or persons selected jointly by the parties or appointed by the 
board. In New York State arbitration means voluntary 
arbitration. This is a procedure of settling industrial disputes 
by the award of an impartial third party which the dis- 
putants agree in advance to accept. 


The mediator recommends arbitration only in those cases in 
which a careful consideration of the nature of the issues involved 
has convinced him that they can be settled by this procedure. 
In many cases—especially those concerned with a matter of prin- 
ciple, such as the closed shop—he does not recommend arbitra- 
tion because he realizes that the issues are not arbitrable. The 
members of the board have avoided acting as arbitrators because 
they have believed that the binding nature of an award may make 
it difficult for the arbitrator to regain the confidence of the 
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disputants when he attempts to mediate in any subsequent con- 
troversy in which they may be involved. Consequently, the 
board maintains a panel of about seventy-five outstanding pub- 
lic-spirited citizens of the state whom it considers qualified to 
serve as arbitrators and who are willing to act in this capacity 
when so invited and designated by the board. In 1939 the panel 
for New York City consisted of sixty men and women, including 
four professors of law, three impartial chairmen, and one former 
impartial chairman in New York industries, and twenty-seven 
practicing attorneys. Although, in response to each request for 
an arbitrator Mr. Freund, the executive secretary of the board, 
recommends the members of the panel whom he considers best 
qualified to arbitrate the particular case, the arbitrator is ulti- 
mately selected by agreement of the parties themselves. 

Some controversies are submitted to arbitration after the 
board has failed to obtain a settlement by mediation, but many 
others are submitted directly to arbitration without resort to 
mediation. The execution of a submission to arbitration frequent- 
ly acts as an effective incentive to an adjustment of the dispute 
by the parties before the date on which the arbitration hearings 
have been scheduled to begin. In accordance with the board’s 
policy of seeking a voluntary settlement whenever possible, the 
arbitrator has in many cases obtained a voluntary settlement by 
mediation even after the hearings have commenced. In all cases 
the parties voluntarily agree to submit their controversy to arbi- 
tration; there is no compulsory arbitration law in New York 
State. However, once they have voluntarily agreed to arbitra- 
tion, the arbitrator’s award is enforcible through the courts of the 
state in the event of noncompliance. Only in a small minority of 
the arbitration cases has a party failed voluntarily to abide by 
the terms of the award. 

The board has not only averted or shortened many costly 
strikes by furnishing arbitrators to make awards on issues which 
arise during the course of negotiations designed to result in a 
collective agreement, but it has also provided arbitration services 
of immeasurable value to parties to a collective agreement who 
cannot afford to employ their own impartial chairman to inter- 
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pret and enforce it. A very large percentage of those collective 
agreements in New York City which cover only a single firm or a 
small or partially organized industry now contain a provision that 
the Board of Mediation shall designate an arbitrator in the event 
that the parties fail to adjust any grievance or dispute under the 
agreement by means of the conciliation machinery established by 
the contract itself. Whenever it has mediated in a controversy 
concerning the terms of a proposed collective agreement, the 
board has attempted to persuade the parties to include a provision 
of this type in the contract. Large industries, such as the garment 
industries, find it possible to pay the large annual salaries com- 
manded by permanent impartial chairmen, but members of the 
board’s panel perform the same services without charge to the 
parties.” 

During 1939 the issues most frequently submitted to arbitra- 
tion were whether an employee had been discharged for just 
cause; whether an employer should be permitted to lay off em- 
ployees because of adverse business conditions; what was the prop- 


% In addition to the many collective agreements which provide that grievances 
and disputes concerning the interpretation of the agreement shall be submitted to 
the board for arbitration, there are also some present agreements which provide that 
the clauses concerning wages, hours, and certain other basic conditions of employ- 
ment shall be re-examined at a stipulated time during the life of the agreement and 
that any controversy concerning the conditions to be established for the remainder 
of the life of the contract shall be submitted to the board for arbitration. Likewise, 
in some industries, such as the shoe-manufacturing industry, frequent changes of 
style necessitate the establishment of piece rates during the life of the agreement, 
and each year many disputes concerning piece rates in these industries are sub- 
mitted to the board for arbitration. The Ives Committee pointed out that awards 
in cases of this type were not enforcible in the courts because in Matter of Buffalo and 
Erie Railroad, 250 N.Y. 275, 278, 165 N.E. 291, 292 (1929) [reaffirmed in Amster- 
dam Dispatch et al 0. Devery, 278 N.Y. 688, 16 N.E. (2nd) 403 (1938)] the Court 
of Appeals said: ‘No power exists in the courts to make contracts for people. They 
must make their own contracts. The courts reach their limit of power when they 
enforce contracts which parties have made. A contract that the court shall determine 
what an agreement shall be for the future is unenforcible Arbitrators under the 
Arbitration Law deal with the same kind of controversies that are dealt with by the 

The arbitration statute now in force is confined to controversies that 
are justiceable under the law as it exists today.” On the recommendation of the 
Ives Committee, in the spring of 1940 the arbitration law was amended to provide 
for the enforcibility in the courts of awards of this type (cf. Report of the New York 
State Joint Legislative Committee on Industrial and Labor Relations, pp. 37-41)- 
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er interpretation of provisions for seniority and for vacations in 
the collective agreement; and what piece rates should be estab- 
lished.** In contrast, the issues most commonly submitted to 
mediation were such matters of principle as the type and degree 
of union recognition to be accorded by a proposed contract, the 
establishment of seniority rights and just cause for discharge, pro- 
visions for equal distribution of work and for hiring through the 
union, as well as such basic conditions of employment as wages 
and hours." 

The following statistics indicate the success in promoting 
industrial peace which was achieved by the Board of Mediation 
during the calendar year 1939."5 


MEDIATION 
Disputes submitted for mediation before strike 


Disputes adjusted by mediation before strike.......... 
Disputes not adjusted 17 


Disputes submitted for mediation after strike 156 


Disputes adjusted by mediation after strike 143 
Disputes not adjusted 13 


Total submitted for mediation 310 
Total adjusted by mediation 280 
Total disputes not adjusted 30 
Total employees involved in above disputes 89,012 


ARBITRATION 


Disputes submitted for arbitration 531 
Settled by disputants before award 67 
Withdrawn by disputants 27 
Settled by arbitrator’s award 437 
No description of the variety of methods by which the Board 
of Mediation promotes industrial peace would be complete with- 
out some reference to the fact that it encourages and facilitates 
the spread within the state of mature and effective procedures for 
collective bargaining by supplying to all interested parties infor- 
"3 Third Annual Report of the New York State Board of Mediation (New York, 


1940), Pp. 10. 
4 Ibid., p. 8. Ss Ibid., pp. 13-14. 
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mation and advice concerning the nature and relative values of 
such procedures. 

It has also encouraged employers and unions to consult it con- 
cerning various methods which have been developed for the solu- 
tion of specific problems which arise in the field of labor relations. 
While rendering such information and informal advice, the board 
has done much to educate employers and labor organizations con- 
cerning their rights and obligations under state and national 
labor relations acts, the procedures and policies of the state and 
national labor relations boards, and the facilities for the volun- 
tary settlement of industrial disputes which are offered by various 
government agencies. The board has made special efforts to en- 
courage parties negotiating agreements to include in them tried 
and tested machinery for conciliation and arbitration of griev- 
ances arising under an agreement. In certain instances in which 
it has considered collective bargaining on an industry-wide basis 
to be desirable, it has aided in the formation of employers’ as- 
sociations and the construction of the necessary machinery for 
this type of bargaining. This informal educational work of the 
board is a significant contribution to the development of a sound 
structure of collective bargaining in New York State. 


FACT-FINDING BOARDS 


In addition to promoting industrial peace by providing media- 
tors and arbitrators in many cases, in each of a few cases the 
Board of Mediation has facilitated a voluntary agreement by 
recommending to the industrial commissioner that he appoint a 
special fact-finding board to investigate and report on the facts 
of the controversy.”* It has done so only in major disputes involv- 
ing strikes or threats of strikes and only after all attempts at 
mediation have failed and one or more of the parties has definitely 
refused to submit the matter to arbitration. When he appoints a 
board of this type, the industrial commissioner invests it with his 
power to conduct hearings and issue subpoenas and instructs it to 
prepare for him a report on the issues involved in the controversy 


*6 The industrial commissioner is the administrative head of the New York State 
Department of Labor. 
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and the positions of the various parties. This report may be pub- 
lished in order to develop an informed public opinion which will 
compel one or both of the parties to yield and thus make a settle- 
ment possible. The actual experience of the Board of Mediation 
with fact-finding boards has been very significant, for in only one 
of the four cases in which a board of this type was appointed was a 
report actually published. 

The history of the F. W. Woolworth and Company case illus- 
trates the way in which the appointment of a fact-finding board 
may produce a voluntary agreement. This case was first brought 
to the attention of the board on December 9, 1937, when the De- 
partment Store Employees’ Union, Local 1250 of the United 
Retail and Wholesale Employees of America, C.I.0., appealed for 
mediation. Although the union threatened to call a strike involv- 
ing more than five thousand employees, at mediation conferences 
on December 14 and 15 the company refused to discuss the un- 
ion’s proposal for a 10 per cent wage increase or to make any coun- 
terproposals. On December 16 the union called a strike in one 
hundred and twenty-four Woolworth stores in the metropolitan 
area in which more than five thousand persons were employed. 
Only a small minority answered the strike call; the danger of vio- 
lence was great. Industrial Commissioner Andrews had been in- 
formed of the failure of the board’s attempt at mediation, and on 
the very day on which the strike was called he appointed a special 
fact-finding board consisting of William H. Davis, chairman of 
the Board of Mediation, Miss Mabel Leslie, member of the Board 
of Mediation, and Mrs. Elizabeth Coleman, supervising inspector 
of the Bureau of Enforcement of Women and Child Labor Laws 
of the State Department of Labor."? Mr. Davis served as chair- 
man of the fact-finding board. 


"7 The appointment of Mrs. Coleman is significant in the light of a public state- 
ment made by Commissioner Andrews in announcing the formation of the board: 
“In view of the factor of business competition which seems to have become injected 
into the controversy, it may be that the solution of the problem here presented lies 
in the promulgation of a minimum wage decree which would affect all stores of this 
kind. The advisability of such a procedure will be determined by the report of the 
fact-finding board and future developments in the situation.” Thus a fact-finding 
board may perform other functions which are equal in importance to the settlement 
of a strike. 
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When the board began its first hearing on the following day, it 
discovered that the fact that it had been appointed to investigate 
and publicize the labor conditions in the stores of the Woolworth 
Company had produced a considerable alteration in the attitude 
of that company toward the demands of the union. The board 
realized that an immediate and voluntary agreement by the par- 
ties would be more advantageous to all concerned than a settle- 
ment imposed by public opinion after a formal report. Conse- 
quently, it assumed the role of mediator, and by virtue of the in- 
duced desire of the company to negotiate, it succeeded at this 
first hearing in obtaining a temporary agreement providing for 
the immediate termination of the strike, for the return to work of 
the strikers without discrimination, and for the opening of negoti- 
ations concerning the terms of a new contract. 

With the consent of the parties, the board then instructed Mrs. 
Coleman to examine the pay-roll records of the company in order 
to determine what would be the additional cost to it of granting 
each of several of the union’s demands concerning wages and 
hours. A preliminary report on the cost of paying time and one- 
half for all time over eight hours a day which was forwarded to 
both parties on December 29 was of immediate practical value to 
them because it provided a factual basis for the negotiation of a 
new contract. The board originally intended to release to both 
parties the additional information on the cost of granting the 
union’s other demands which was obtained by Mrs. Coleman. 
But before it had completed its final report to the industrial com- 
missioner containing this information the parties executed a con- 
tract which finally settled the entire controversy by granting a 
number of the union’s original demands. 

Acting on the advice of Chairman Davis, the industrial com- 
missioner refused to grant the union’s subsequent request for a 
copy of this report. Chairman Davis took the very sensible view 
that since a final agreement had already been reached, release to 
the parties or publication of this additional information could in 
no way contribute to the achievement of the board’s primary ob- 
jective of settling the dispute and might conceivably diminish the 
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stability of the existing contractual relationship by causing one 
of the parties to become dissatisfied with the terms of the agree- 
ment. This case demonstrated the value of establishing a fact- 
finding board. The appointment of the board acted as an incen- 
tive to the parties to reach a voluntary agreement, and the board 
itself not only served as an effective mediator but also was able to 
furnish valuable information to the parties while they were nego- 
tiating a contract. 

A striking example of the way in which a fact-finding board 
may itself perform the major functions of a mediator is to be found 
in the history of the Woodlawn Cemetery case. After its extensive 
efforts to mediate had failed to prevent a strike involving three 
hundred employees, the Board of Mediation recommended to In- 
dustrial Commissioner Frieda S. Miller that she create a fact-find- 
ing board. On August 10, 1938, the sixth day of the strike, she 
appointed a board consisting of Michael Murphy, deputy com- 
missioner of labor, as chairman; Martin Cooper, of the Federa- 
tion of Architects, Engineers, Chemists, and Technicians, C.I.0.; 
and Randolph Catlin. The fact that it included a representative 
of organized labor was in large measure responsible for the suc- 
cess achieved by the board in mediating the dispute. 

At its first meeting with representatives of the parties, the 
board learned that the United Cemetery Workers of America, 
Local 293, C.I.0.—the union which had called the strike—refused 
to recognize as valid and binding the contract which was signed 
by representatives of the parties on May 20, 1938, while the man- 
agement claimed that this contract was valid and binding on both 
sides and could not legally be repudiated by the union. After it 
had heard the version of each disputant, the board began its medi- 
ation work by excluding the representatives of the management 
from the room in order to discuss privately with the representa- 
tives of the union the advisability of conceding the validity of the 
contract of May 20. When all three members of the board met 
with the union’s representatives, they were unable to induce them 
to modify their position. However, when Mr. Cooper, the repre- 
sentative of labor on the board, conferred alone with the union 
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men, he persuaded them to acknowledge the validity of all but one 
paragraph of the contract. This concession opened the door to 
the ultimate settlement. At a separate conference with the repre- 
sentatives of the management the board persuaded them to con- 
sider reinstating nineteen employees who had been laid off before 
the strike was called. The union contended that the company had 
discriminated against these employees by laying them off. On 
August 18 the entire controversy was settled when the union 
agreed to recognize the validity of all sections of the contract and 
to terminate the strike and the management agreed to reinstate 
all the striking employees. 

By meeting separately with the representatives of the parties, 
by interpreting to each side the proposals and position of the 
other, and by suggesting possible compromise solutions the board 
performed the major functions of a mediator and succeeded in 
settling a bitter controversy which the Board of Mediation had 
been unable to adjust. Although it was appointed to find facts 
and report them to the industrial commissioner, it never con- 
ducted a formal investigation. On August 19 it informally noti- 
fied the industrial commissioner that the dispute had been settled 
and that consequently there was no necessity for submitting a 
formal report on the facts of the situation. 

Finally, there is reason to believe that in the Brooklyn Daily 
Eagle case the announcement that a fact-finding board would be 
appointed constituted a powerful incentive to the company to 
reach an agreement with the union in order to avoid the unfavor- 
able publicity which would inevitably result from a revelation to 
the public of the position that it had taken before and during 
the strike. The attempt of Chairman Davis to mediate failed 
when the company refused to reinstate all the strikers. But after 
Commissioner Arthur S. Meyer of the Board of Mediation had 
been appointed chairman of a fact-finding board, he succeeded in 
persuading the company to reinstate all the strikers and in ob- 
taining a collective agreement settling the controversy. 

These three cases clearly indicate that the major value of fact- 
finding boards in New York State has been to facilitate voluntary 





MEDIATION OF LABOR DISPUTES IN NEW YORK 75 


settlements by mediation rather than by the actual publication 
of facts in order to influence public opinion. 

In order that, whenever it finds it necessary, the Board of Medi- 
ation may resort without hesitation to this valuable technique for 
promoting industrial peace, the legal status of these boards should 
be clarified. The authority for the appointment of the fact-finding 
boards in the Woolworth, Woodlawn Cemetery, and Brooklyn Daily- 
Eagle cases was found in the provision in Section 21, subdivision 5, 
of the New York State Labor Law that the industrial commission- 
er “shall inquire into the causes of all strikes, lock-outs, and other 
industrial controversies, and endeavour to effect an amicable settle- 
ment thereof and may create within the department a board to 
which a controversy between an employer and his employees may 
be submitted for mediation and arbitration.” These boards were 
supposed to possess the power of subpoena which is vested in the 
industrial commissioner by Section 39, subdivisions 1 and 2, of the 
Labor Law. The fact that neither of these sections specifically 
mentions a fact-finding board appointed by the industrial com- 
missioner on the recommendation of the Board of Mediation or 
explicitly discusses the powers to be exercised by such a board 
caused the Board of Mediation to recommend to the Ives Com- 
mittee that there be inserted in the Labor Law a provision ex- 
plicitly authorizing the industrial commissioner to appoint fact- 
finding boards and defining their powers. Although the Ives Com- 
mittee included this recommendation in its report*® and the neces- 
sary amendment to the Labor Law was passed by both houses of 
the legislature at the 1940 session,”® the governor under a mis- 
apprehension vetoed the proposed amendment without stating 


*8 The one case in which the appointment of a fact-finding board neither pro- 
duced a settlement by mediation nor prevented a strike is that of Ludwig Baumann 
and Company. In this case the union failed to realize the futility of calling a strike 
after the fact-finding board had published a report containing a clear and persuasive 
finding that the contentions of the union were without merit. As was to be expected, 
the strike ended in ignominious failure at the end of three weeks when the strikers 
returned to work under the former conditions of employment. 


9 Report of the New York State Joint Legislative Committee on Industrial and Labor 
Relations, pp. 41-42. 
2° Senate Introductory 910; Assembly Introductory 1298. 
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his reasons. This amendment should again be passed by the leg- 
islature at its next session and should be approved by the gov- 
ernor.” 
CO-OPERATIVE ACTION BY THE BOARD OF MEDIATION 
AND THE S.L.R.B. 

The outstanding feature of labor relations legislation in New 
York State is the existence of both the State Labor Relations Act 
and the State Mediation Act. A description of the relationship 
between these two statutes and between the work of the two 
boards administering them is important because it indicates the 
ways in which the passage of labor relations acts in other states 
would influence the work of mediation agencies in those states 
and also the ways in which the establishment of an adequate na- 
tional mediation agency would facilitate the work of the National 
Labor Relations Board. 

The functions of the Board of Mediation and those of the New 
York State Labor Relations Board supplement as well as comple- 
ment each other. Each board can greatly aid the other in per- 
forming the task allotted to it by the legislature. The close co- 
operation which has always existed between the two boards 
has allowed each to derive the maximum possible amount of as- 
sistance from the work of the other. 

On the one hand, the work of the S.L.R.B. in eliminating unfair 
labor practices and determining the representatives of employees 
for the purpose of collective bargaining has significantly aided 
the Board of Mediation in its efforts to obtain voluntary settle- 
ments of industrial disputes. Probably the most important 

2* The Board of Mediation has also enabled disputants to reach an agreement by 
conducting another type of investigation. In two cases it has conducted a referen- 
dum to ascertain the opinions of certain employees on certain issues. An example is 
the referendum which was conducted in the May Knitting Company case on the 
question: “Shall the Union agreement contain a provision that all Union members 
must remain in good standing with the Union (that is, paid up in dues and assess- 
ments) or be discharged?” A statement by the board’s agents certifying that all 
but one of the employees had voted in the affirmative facilitated an agreement by 
convincing the employer that a majority really desired a closed shop. Another ex- 
ample is the referendum conducted by the board in the Interborough Rapid Transit 


case to determine whether or not the majority of the employees desired that full 
seniority rights should be restored to those who had participated in a strike in 1926. 
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effect of the work of the S.L.R.B. upon the work of the Board 
of Mediation has been to facilitate voluntary settlements in 
many cases by encouraging the employer to agree to an adjust- 
ment proposed at a mediation conference or to submit cer- 
tain issues to arbitration in order to avoid proceedings before 
the S.L.R.B. on a charge of refusal to bargain collectively with 
the representatives of the majority of his employees. More- 
over, many disputes brought before the Board of Mediation 
involve a demand that discharged employees or strikers be 
reinstated. In nearly all cases of this type the attitude of the em- 
ployer is influenced by the possibility that if he fails to agree 
to a settlement in a mediation conference or to submission 
of the issue of reinstatement to arbitration the union will file a 
charge of discrimination with the S.L.R.B. Usually the employer 
is aware of the significance of the provisions of the State Labor 
Relations Act, but in some cases the mediator finds that in order 
to induce concessions by the employer it is necessary to intimate 
to him that he is exposing himself to charges of unfair labor prac- 
tices. 

In addition to facilitating the settlement of cases by mediation 
or submission to arbitration, the enforcement of the State Labor 
Relations Act has also had the effect of increasing the variety of 
types of cases which have been settled by the Board of Mediation. 
Were it not for the existence of the State Labor Relations Act, the 
contribution of the Board of Mediation to industrial peace would 
not have been so extensive. In a number of cases which were 
within the jurisdiction of the S.L.R.B. all the parties involved 
agreed simultaneously to appear before the Board of Mediation 
and submit the issues to it in order to avoid the delay and cost of 
formal proceedings before the S.L.R.B. Thus, during the period 
July 1, 1937—August 15, 1939, the Board of Mediation deter- 
mined the representatives of employees in three cases.” In two of 
these cases Mr. Freund, secretary of the board, sent identical infor- 
mal letters to the parties certifying that a comparison of signatures 
had shown that the union represented a majority of the employees 

* All statistics mentioned in the following pages cover the period July 1, 1937— 
August 15, 1939. 
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within the unit agreed upon by the parties.** In the third case he 
forwarded identical informal letters certifying that the union had 
failed to receive a majority of the votes cast at an election con- 
ducted by the Board of Mediation.** However, the majority of the 
cases within the jurisdiction of the S.L.R.B. which were submitted 
directly to the Board of Mediation were concerned with allega- 
tions of unfair labor practices. Of nine such cases which were set- 
tled by arbitration, eight involved allegations of discrimination 
because of union activities and the ninth involved an allegation of 
company unionism. 

In all but two of these cases the period of uncertainty and possi- 
ble strife which elapsed between the submission of the controversy 
to the Board of Mediation and the issuance of informal letters of 
certification or of the arbitrator’s award was much shorter than 
the corresponding period between the filing of a petition or charge 
and the issuance of a decision or certification by the S.L.R.B. The 
overburdened S.L.R.B. has never objected to these invasions of 
its jurisdiction because by settling these cases the Board of Media- 
tion has performed for it the valuable service of reducing the 
load of cases it must handle. This service has enabled the per- 
sonnel of the S.L.R.B. to devote more time to, and to act more 
effectively in, more difficult cases. 

On the other hand, the availability of effective mediation and 
arbitration services has helped the S.L.R.B. to obtain compliance 
with the State Labor Relations Act and to promote industrial 
peace based on stable collective bargaining. The fact that since 
October, 1937, the two boards have had offices in the same building 
has simplified and expedited the transfer of cases from one board 
to the other. Thus, whenever a possibility of settling certain issues 
by mediation or arbitration appears during an informal S.L.R.B. 
conference, the labor relations examiner can personally conduct 
the representatives of the parties down the hall to the office of the 


*3 The Metropolitan Tobacco Co. case (No. A-577 in the files of the Board of 
Mediation) and the Franklin Simon and Company case. 

+4 The St. Morits Hotel on the Park case (No. M-316 in the files of the Board of 
Mediation). 
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Board of Mediation and supervise the arrangement of a media- 
tion conference or arbitration hearing before that board.*s 

In many cases brought before it the S.L.R.B. has persuaded 
the parties to submit certain issues to the Board of Mediation for 
arbitration. The arbitration of these issues has usually paved the 
way for a general settlement of the controversy. In all these cases 
it made formal action by the S.L.R.B. unnecessary. Three of 
these cases were initiated by a charge of refusal to bargain. At 
informal conferences the labor relations examiner found that the 
employer had, in each case, negotiated with the union in good 
faith concerning a proposed contract and that a genuine impasse 
had developed which could be resolved only by arbitration of the 
issues. In all three cases the issue of wages was submitted to ar- 
bitration. In two of these no arbitration hearing was ever held 
because after the submission to arbitration by a member of the 
panel of the Board of Mediation had been signed the parties came 
to an agreement on the wage issue. In the third case an award on 
wages was actually handed down. In each instance the submis- 
sion to arbitration facilitated the execution of a collective agree- 
ment settling the dispute. 

The issue which has most frequently been submitted to arbitra- 
tion following an informal conference before the S.L.R.B. is the 
allegation of discrimination because of union membership or union 
activity. By agreeing at an informal S.L.R.B. conference to sub- 
mit this issue to arbitration, the parties in six cases avoided the 
expense and inconvenience of lengthy legal proceedings on the 
basis of a formal complaint issued by the S.L.R.B. A working 
agreement between the S.L.R.B. and the Board of Mediation pro- 
vides that when an allegation of unfair labor practices is submit- 
ted to the Board of Mediation for arbitration, the S.L.R.B. will 
accept as final the arbitrator’s findings of fact. This means that, 
if, after the arbitrator has made his award, one of the parties files 
or presses charges of unfair labor practices, the S.L.R.B. will not 


25 The labor relations examiners are the members of the staff of the S.L.R.B. who 
conduct preliminary informal conferences in S.L.R.B. cases in the hope of obtaining 
voluntary compliance with the Act. Their work is very similar to that of the field 
examiners on the staff of the N.L.R.B. 
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duplicate the work of the arbitrator by conducting its own in- 
vestigation of the case. This working agreement has helped to 
minimize the danger that the arbitrator’s award will not be com- 
plied with, for the parties know that the S.L.R.B. will not reopen 
the case or reverse the award.” 

In all cases the primary objective of the S.L.R.B. is to obtain 
voluntary compliance with the State Labor Relations Act, for it 
realizes that a voluntary settlement provides a firmer basis for 
harmonious relations between the parties and stable collective 
bargaining than does a settlement imposed by an outside party or 
governmental agency. Consequently, when its own efforts to ob- 
tain voluntary compliance fail, the S.L.R.B. is willing to hold its 
case in abeyance and allow the Board of Mediation to attempt to 
obtain by mediation a general settlement of the entire controver- 
sy. In ten situations of this type the S.L.R.B. suggested to the 
parties that they submit the dispute to mediation rather than to 
arbitration because the nature of the issues involved or the atti- 
tude of the parties made an attempt to settle the matter by ar- 
bitration inadvisable or impossible. An example is the Mutual 
Sewing Machine Dealers’ Association case.” The failure of the 


parties to agree on the terms of a proposed contract had resulted 
in a strike and in the filing of charges of refusal to bargain. The 
labor relations examiner found that a genuine impasse had been 
reached on the issue of the closed shop and that there was no merit 
in the charge that the employer had not bargained in good faith. 
Since the issue of the closed shop is a matter of principle which is 
seldom arbitrable, on his recommendation the case was submitted 


26 On the basis of this working agreement the S.L.R.B. refused to proceed with 
its own investigation of an allegation of discriminatory discharge in the Bleyco 
Paper Company case (Case No. SU-953 in the files of the S.L.R.B.) after Mr. Freund 
of the Board of Mediation had issued an award. 

The variety of types of S.L.R.B. cases in which the disputants have been in- 
duced to submit some of the issues to arbitration is indicated by the fact that in three 
representation cases certain issues were disposed of by arbitration. In two cases the 
arbitrator was required to determine whether the existing contract was valid and 
binding and whether the union holding it represented the majority of the employees, 
while in one of these cases and in one other the arbitrator handed down an award 
prohibiting cross-picketing. 

27 Case No. SU-2571 in the files of the S.L.R.B. 
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to the Board of Mediation for mediation. In another case the 
Board of Mediation settled by mediation a controversy which 
arose when an employer filed a petition for an election. There is 
reason to believe that he was attempting to influence the S.L.R.B. 
to conduct an election before the union had completed its organ- 
izing campaign. Obviously, this matter was not arbitrable. 

The most striking fact revealed by an analysis of the cases in 
which the S.L.R.B. and the Board of Mediation have co-operated 
is that the S.L.R.B. itself frequently mediates on a large scale. 
When the legislature passed the Mediation Act and the State 
Labor Relations Act in May, 1937, it attempted to make a sharp 
distinction between the respective functions of the two boards. 
This is indicated by the provision in the latter act that “neither 
the board nor any of its agents or employees shall engage in any 
effort to mediate, conciliate, or arbitrate any labor dispute.’””* 
In practice the boards have found it impossible and, in the inter- 
ests of industrial peace and of the development of stable collective 
bargaining, unwise to maintain such a clear-cut distinction be- 
tween their activities. It has been shown above that the Board of 
Mediation has settled controversies within the jurisdiction of the 
S.L.R.B. Likewise, the S.L.R.B. has invaded the jurisdiction of 
the Board of Mediation. In a number of important cases involv- 
ing strikes or lockouts a member of the S.L.R.B. has attempted to 
settle the entire controversy by mediation. In some cases he has 
mediated even after the issuance of a complaint or while formal 
hearings were in progress. It is significant that during the first 
two years at least seven strikes that the Board of Mediation was 
unable to settle were subsequently terminated by agreements 
reached at mediation conferences conducted by members of the 
S.L.R.B. Yet in order to render these valuable services in behalf 
of industrial peace the S.L.R.B. was obliged to violate a provision 
in its own statute. 

In the Brown Buick, Brown Chevrolet Incorporated case,”® the 
union filed charges of unfair labor practices and called a strike on 
the same day. Father Boland, chairman of the S.L.R.B., immedi- 

28 Sec. 702, subdiv. 8. 

** Case No. SU-2806 and Case No. SE-2831 in the files of the S.L.R.B. 
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ately assumed the role of mediator. At first he was unable to per- 
suade the employer to consider signing a contract with the union. 
The latter appealed to the Board of Mediation, but neither Com- 
missioner Arthur S. Meyer nor Commissioner Max Meyer was 
able to bring the parties to an agreement. However, the subse- 
quent issuance by the S.L.R.B. of a complaint appears to have 
produced an immediate alteration in the attitude of the employer. 
On the day the complaint was issued the S.L.R.B. obtained an 
agreement to end the strike and to submit the major issues to ar- 
bitration.*° It then dismissed the complaint and closed the case. 
Because the Board of Mediation is not a law-enforcing agency, it 
was unable to induce the concessions by the employer which were 
necessary for a settlement of this case.** 

However, it has not been necessary for the S.L.R.B. to issue a 
complaint in every case of this type in order to obtain a settle- 
ment by mediation. The controversy in the Buckley-Newhall 
case* was settled by the S.L.R.B. by mediation without issuing 
a complaint. After the Board of Mediation had failed to avert or 
settle the strike for a closed shop, Commissioner Moore of the 
S.L.R.B. informed the employer that the affidavits filed in sup- 
port of the charges contained strong indications of interference 
and coercion. He was then able to confer with the representatives 
of the parties to bring them into joint conference and to outline to 
them a proposal for settling the matter. The dispute was settled 
when a memorandum dictated by him was signed by the represen- 
tatives of the parties. Thus a mere hint that a complaint might 
subsequently be issued was a sufficient incentive to the employer 
to agree to bargain with the union. 

Not only a complaint but also a direction of election or a cer- 


3° A complaint should be clearly distinguished from a cease and desist order. The 
issuance of a complaint merely initiates formal proceedings before the S.L.R.B. 
If, on the basis of the record of the formal proceedings, the board finds that the 
employer has been guilty of unfair labor practices, it issues a cease and desist order 
compelling him to comply with the Act. 

3* Likewise in the Charles Weisbecker case (Case No. SU-547 in the files of the 
S.L.R.B.) the S.L.R.B. obtained an agreement by mediation after it had issued a 
complaint. The Board of Mediation was unable to settle this controversy. 


3? Case No. SU-2555 in the files of the S.L.R.B. 
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tification in a representation case may act as an incentive to an 
employer to agree to a settlement by mediation. When the parties 
were about to sign a stipulation for a consent election in the Cross 
and Brown case,** the union called a strike because it alleged that 
an employee had been discriminatorily discharged. The company 
immediately locked out the strikers and employed strikebreakers. 
This action induced mass picketing; thus a critical situation de- 
veloped. Commissioner Herzog of the S.L.R.B. intervened as a 
mediator and informed the company that if it did not agree to re- 
instate the strikers, to sign a stipulation for a consent election, and 
subsequently to consider the allegation of discriminatory dis- 
charge the board could order an election and the strikers would be 
eligible to vote in this election. The company contended that the 
strikers were no longer its employees and consequently were not 
eligible to vote. When the S.L.R.B. found that a direction of elec- 
tion was not a sufficiently powerful incentive to the employer to 
make concessions to the union, it initiated formal proceedings and 
certified the union by comparison of signatures. The issuance of 
a certification normally closes a representation case, for there is 
no further formal action that the S.L.R.B. can take solely on the 
basis of a petition. The intensity of the desire of the S.L.R.B. to 
obtain a settlement by mediation is indicated by the fact that it 
held this representation case open for nearly two months after 
the issuance of the certification in order to continue its mediation 
work. After the S.L.R.B. issued the certification, the union 
brought the dispute before the Board of Mediation. This board 
was unable to induce the company to make any substantial con- 
cessions. The S.L.R.B. then renewed its efforts to mediate. 
Father Boland, chairman of the S.L.R.B., conducted a series of 
conferences and eventually obtained a general agreement which 
provided for the reinstatement of all but one of the strikers and 
for recognition of the union. Undoubtedly, the certification was a 
major incentive to the company to reach an agreement with the 
union; had it refused to do so at the mediation conferences con- 
ducted by Father Boland, it would have exposed itself to charges 
of refusal to bargain. 
33 Case No. SE-147 in the files of the S.L.R.B. 
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The cases discussed above clearly reveal that the S.L.R.B. pro- 
motes industrial peace by mediating in major controversies and 
that it has succeeded in obtaining a settlement by mediation in 
several cases in which the Board of Mediation had previously 
failed. Nevertheless, unfriendly critics of the State Labor Rela- 
tions Act and of the S.L.R.B. have accused the board of hindering 
rather than facilitating the establishment of industrial peace. 
They claim that it is solely a law-enforcing agency and not a 
peacemaker. Thus, in an editorial entitled “Where a Mediator 
Is Barred” the New York Sun attacked the board and the Act in 
the following terms: 

Nevertheless the State Labor Board must operate as an enforcement 
agent, despite the fact that Professor Gifford asserts, “The Board and its staff 
are a powerful factor for industrial peace within the State.” He refers to it 
as “settling” about 100 strikes and to 356 cases in which strikes were with- 
held pending board action. It is not, however, a peacemaker in the common 
meaning of the term, for the State Labor Act plainly declares that “neither 
the board nor any of its agents or employees shall engage in any effort to 
mediate, conciliate, or arbitrate any labor dispute.”’34 


This criticism would be justified if the board did in fact rigidly 


restrict itself to the activities that the Act authorizes it to under- 
take. But the cases described above are examples of many cases 
in which the S.L.R.B. has violated its own act by engaging in ex- 
tensive mediation work in order to bring to an end major strikes 
and lockouts and restore industrial peace. 

In March, 1940, on the recommendation of the Ives Committee, 
the provision referred to by the Sum was amended to read as fol- 
lows: 

Neither the board nor any of its agents or employees shall engage in any 
effort to mediate, conciliate, or arbitrate any labor dispute, but nothing in 
this subdivision shall be construed to prevent the board, its agents or em- 
ployees from engaging in any effort to obtain voluntary adjustments and 
compliance with the terms and provisions of this article and in accordance 
with its purposes and policy. 


34 New York Sun, February 27, 1939, editorial page. 
38 Sec. 702, subdiv. 8 (cf. Report of the New York State Joint Legislative Committee 
on Industrial and Labor Relations, p. 29). 
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This amendment does not authorize anything more than at- 
tempts to obtain voluntary compliance with the Act by means of 
informal conferences conducted by labor relations examiners. It 
was enacted merely to eliminate any doubt concerning the legality 
of these attempts.** Consequently, there is no legal basis for the 
most important mediation work of the S.L.R.B. 

Some students of labor relations legislation believe that a labor 
relations board ought not to attempt to mediate because its pow- 
ers of law enforcement give the union an unfair advantage in the 
mediation conferences. Thus Dr. Leiserson, member of the 
N.L.R.B., has stated: 


I think it is desirable that the Board that mediates shall have nothing to 
do with the enforcing of the law 

I could not very well come in as a mediator, the friend of both parties, 
to try to bring them to an agreement with no authority to force them to an 
agreement right after I had held one party guilty of violating the law. The 
two functions, therefore, should be kept separate.37 


During the period studied the S.L.R.B. never attempted to 
mediate after it had found one party guilty of violating the law; 


it found it necessary to issue formal decisions in only four cases in 
which it had mediated. It is true that it succeeded in settling cer- 
tain controversies by mediation because it had the power to issue 
a complaint or direct an election, but the advantage that this 
power gave to the union was in no sense unfair. For the Board’s 
law-enforcement powers are a factor only in those cases in which 
it is possible to prove that the employer has violated the Act, and 


36 This is clearly revealed by the indorsement by the Ives Committee of the posi- 
tion taken by the S.L.R.B. itself with regard to adjustment by informal action. 

“Tt [the S.L.R.B.] believes that its function is not so much punitive, but is rather 
to bring about the elimination of unfair labor practices. It feels, therefore, that if, 
through informal conferences, it can bring about an agreement on the part of the 
employer to cease and desist from the unfair labor practices, although this pro- 
cedure in one sense might be construed as a form of mediation or conciliation, such a 
course does not lie within the prohibitions of Section 702, Subdivision 8. The Board 
feels further that, in order to clarify the meaning of the Act and to facilitate its 
operation, this paragraph should be so re-defined as to remove any question regard- 
ing the propriety of its action in adjusting this type of labor dispute” (ibid., p. 29). 


37 Hearings before the Committee on Education and Labor, United States Senate 
(76th cong., rst sess.), Part 6, May 15, 16, and 17, 1939 (Washington, 1939), p. 999. 








86 WALTER P. ARENWALD 


in such cases it would have been obliged to proceed to enforce the 
law even if it had made no preliminary attempt to obtain a settle- 
ment by mediation. It can in no way threaten an employer who 
has scrupulously fulfilled his obligations under the State Labor 
Relations Act. 

A more serious objection to mediation by a law-enforcing bo: 
arises when a member of such a board engages in mediation. 
The objection is that he then familiarizes himself with the facts 
of the case and thus disqualifies himself to serve in a judicial 
capacity if the board later finds it necessary to issue a formal 
decision on the basis of the record of formal hearings. How- 
ever, since the S.L.R.B. is an administrative as well as a ju- 
dicial body, it ought not to be required to abide by the strict 
rules of a purely judicial procedure. No doubt the legislature 
did not intend to impose these rules on the board, for it in- 
cluded in the Act the provision that the board “shall not be 
bound by the technical rules of evidence prevailing in the courts 
of law or equity.”’** The familiarity of the mediator with the posi- 
tions and attitudes of the various parties may enable him to ar- 
rive at a more constructive decision from the point of view of so- 
cial policy when he is subsequently called upon to act in a judicial 
capacity. Whether or not a labor relations board will actually use 
the knowledge of the situation that it has gained in mediation 
conferences as the basis for more constructive decisions depends 
on the quality of its personnel. A law-enforcing board with an in- 
ferior personnel which possessed the power to mediate could do 
considerable damage to labor relations. But the contribution to 
industrial peace and the development of stable collective bargain- 
ing which can be made by a board possessing the power to 
mediate and also the power to enforce a labor relations act is so 
valuable that careful choice of competent personnel is a better 
method of guarding against abuses than prohibition of mediation 
by such a board. 

Therefore the section*® forbidding mediation should be elimi- 
nated from the State Labor Relations Act in order to legalize the 


38 Sec. 706, subdiv. 2. 39 Sec. 702, subdiv. 8. 
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important mediation work that the S.L.R.B. has been performing 
and to prove to the world that this board is and ought to be a 
genuine “‘peacemaker.”’ 


CONCLUSIONS 


In the first section of this article we claimed that the success of 
the Board of Mediation in settling disputes by obtaining volun- 
tary agreements is in large measure the consequences of the fact 
that it has no law to enforce and cannot compel any action by 
any party.*® Later we pointed out that certain important strikes 
have been settled by mediation by the S.L.R.B. and not by the 
Board of Mediation because the S.L.R.B. alone has the power to 
enforce the State Labor Relations Act. There is no real contra- 
diction here. A wide range of psychological, personal, economic, 
political, and other factors determine the nature of each contro- 
versy and the possible methods by which a voluntary settlement 
may be obtained. In each dispute a particular combination of 
factors operates; the factors in any two controversies are never 
identical. In some cases involving certain types of individuals and 
certain psychological factors the knowledge that the Board of 
Mediation could not compel the disputants to accept any settle- 
ment encouraged them to submit the controversy to this board. 
In other cases involving different types of individuals and differ- 
ent psychological factors the fear that the S.L.R.B. was about to 
enforce the law was the crucial factor which finally induced the 
employer to accept a settlement by mediation. Consequently, 
there is a definite necessity for maintaining both of these two dif- 
ferent boards in order to maximize the possibility of settling any 
given dispute by mediation. 

This conclusion carries with it implications of importance to 
governmental policy concerning labor relations in industries en- 
gaged in interstate commerce. The interests of the national de- 
fense program make it essential that Congress establish machin- 
ery designed to reduce industrial strife to an absolute minimum 
in order to permit the maintenance of adequate production stand- 
ards. The present inadequate United States Conciliation Service 


4 Cf. above, p. 63. 
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should be replaced by a national mediation board equipped to em- 
ploy in the field of interstate commerce all the methods of promot- 
ing industrial peace which have been successfully used by the 
New York State Board of Mediation in the field of intrastate in- 
dustry. The personnel of this board should include a large and 
competent staff of mediators. This board should provide arbi- 
trators to make awards on issues arising during the negotiation of 
a collective agreement and also to serve as impartial chairmen 
to interpret and enforce existing contracts. It should also have 
the power to recommend the appointment of fact-finding boards 
in cases which it had failed to settle by mediation or arbitration; 
the experience in New York has shown that the appointment of a 
fact-finding board usually acts as an effective incentive to the 
parties to reach a voluntary agreement. No federal agency now 
performs these important functions for any industry other than 
the transportation industries; certainly, the N.L.R.B. is not in a 
position to do so. 

The creation of a national mediation board would in no way 
diminish the present power of the N.L.R.B. to protect and 
promote the development of collective bargaining. On the con- 
trary, the New York experience indicates that the arbitration and 
mediation services which would be provided by a national media- 
tion board would enable the N.L.R.B. to administer its statute 
more effectively. However, the N.L.R.B. should be encouraged to 
attempt to settle by mediation major strikes and lockouts in con- 
troversies brought before it. In some cases only the N.L.R.B. 
would be able to obtain a settlement by mediation because it alone 
can enforce the labor relations act. 

A bill to establish a national mediation board of this type has 
in fact been introduced by Senator Wagner.“ It has been opposed 
by some persons on the ground that, in contrast to the other 
measures sponsored by Senator Wagner, it is not social legisla- 
tion designed to raise the standard of living of the masses of 
workers. These opponents claim that it may be detrimental to the 
economic interests of employees because “it is directed solely 


4S. 3410, 76th Congress. Cf. New York Times, February 19, 1940, p. 1, col. 2. 
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toward effecting as rapid as possible a termination of any open 
tests of the economic strength of employer and organized employ- 
ees with no expressed regard to the wage or working conditions 
that may result from the termination of the strike.” This atti- 
tude reveals a disappointing failure to comprehend the broader 
significance of the measure—a significance which goes beyond the 
immediate necessity for promoting industrial peace. By pro- 
viding a variety of helpful services which would facilitate peace- 
ful collective bargaining, a national mediation board would en- 
courage employers to accept collective bargaining instead of at- 
tempting to destroy unions. In some cases it would protect 
unions from trials of economic strength which, because of the na- 
ture of the situation, would inevitably be disastrous for them. 
The New York State Board of Mediation has stated that its “ulti- 
mate goal is to establish mutual confidence and good will between 
management and labor, co-operating under collective agree- 
ments.”43 A national mediation board which strove to achieve 
this objective would do much to strengthen the organization of 
employees and would thus enable them to raise their standard of 
living by reducing inequality of bargaining power. 

# “Senator Wagner’s Mediation Bill,” International Juridical Association 
Monthly Bulletin, VIII, No. 9 (March, 1940), p. 97. 

43 Third Annual Report of the New York State Board of Mediation, p. 6. 
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OREST industries, judged by the criteria of physical vol- 
ume, value of output, number of workers, or percentage of 
total land area involved, are an important part of our na- 
tional economy. The most pressing present problem of forest pol- 
icy is cutting practices on privately owned land. The purpose of 
this paper is to evaluate the effects of the N.R.A. on the manage- 
ment of privately owned forests. This selection of primary objec- 
tive is based on the assumption that the N.R.A. Lumber Code 
was the most far-reaching effort so far made to deal with non- 
government practices. The Congress has recently appointed a 
Joint Committee on Forestry, which is asked to make a sweeping 
investigation of national forest policy and to recommend legisla- 
tion regarding it. . » examination of the N.R.A. experience thus 
becomes pertinent. The parallel between the effect of the first 
World War on the grasslands of the Great Plains and the possible 
effects of the second World War on our timber resources is suffi- 
ciently close, it seems to me, to suggest that forest policy should 
be included in discussions of national defense. Attention will be 
centered on the lumber industry, but the background of the dis- 
cussion embraces all users of wood. 
Total wood consumption, owing to a variety of factors, has 
been declining since 1906. The 1929 depression, particularly the 
heavy drop in residential construction, served to bring into clear 


* This paper is a part of a study of forest policy. The aid of the Social Science 
Research Council and St. John’s College, in its completion, is gratefully acknowl- 
edged. I am under special obligation to Raphae! Zon, director, Lake States Forest 
Experiment Station; B. P. Kirkland of the U.S. Forest Service; Constant South- 
worth, formerly of the N.R.A. Consumers Advisory Board; W. N. Sparhawk of the 
U.S. Forest Service; John B. Woods, National Lumber Manufacturers’ Association; 
and my colleague, Wilson F. Payne. 
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relief the weakness of the industry and to intensify the forces 
making for disorderly liquidation. Prices, as shown in the accom- 
panying chart, dropped to 55.5 per cent of the 1926 level and 
declined more than other building-material prices. It is not im- 
probable that these Bureau of Labor Statistics figures reflect less 
than the full extent of the price debacle at its worst because of 
the number of sales made below market quotations. 

The cutting methods practiced by the majority of lumber pro- 
ducers have led to the progressive depletion of virgin saw timber 
in eastern, lake, and southern states. This liquidation of forest 
capital fostered the erection of timber-processing plants in the 
Northwest. The presence of some saw timber in the cutover areas, 
plus the fact that they are closer to eastern consuming centers, 
was a factor tending to keep their mills in operation. The opening 
of the Panama Canal improved the competitive position of the 
Pacific coast operators, who controlled the nation’s principal re- 
maining supply of virgin saw timber. The combined effects of 
the above factors added to the paralysis of building and the 
marked decrease in other types of lumber use brought about a 
chronic state of overproduction of lumber in the period 1929-33. 


The effects of this overproduction were threefold: (1) ruinous 
price-cutting, (2) depressed wages, and (3) forest depletion. It is 
not surprising, therefore, that the lumber industry co-operated 
promptly and voluntarily with the N.R.A. administrator after 
the passage of this recovery regulatory legislation. 


I. PRICE AND PRODUCTION CONTROL UNDER 
THE LUMBER CODE 
The N.R.A. Code of Fair Competition for the Lumber and 
Timber Products Industry, approved by President Roosevelt, 
August 19, 1933, provided (1) for control of production and of 
delivered prices, (2)(a) for wage minima and (6) hour maxima 
and (3) for conservation conference.? It probably represented the 
consensus at that time of articulate industry opinion as the most 
* National Recovery Administration, Code of Fair Competition for the Lumber and 


Timber Products Industry (Washington, 1934). Subsequent citations will be short- 
ened to Code. 
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feasible way to meet its problems within the framework of the 
National Industrial Recovery Act. Industry opinion was, of course, 
influenced by the current ideas of government officials and business 
leaders for combating the depression.* The Minutes of the Code 
Authority—the agency set up under the N.R.A. to administer 
the Code—show that the chief preoccupations of the Authority 
were with price and production control.‘ 

The price-control or, as it was technically known, the cost- 
protection clause of the Code, was based on a complicated for- 
mula. The upper limit of minimum lumber prices, other than 
that for export, was to be fixed at the current average cost of 
production, including depreciation and the value of standing tim- 
ber cut, while the low limit embraced the current unweighted 
average cost of production, not including depreciation and the 
value of standing timber cut.’ This average was obtained by esti- 
mating costs of production of all producers and dividing this fig- 
ure by the total amount produced. This meant that if 75 per 
cent, for example, of total volume is manufactured by high-cost 
producers, then the cost of production would be relatively high, 
and vice versa. Among the costs of production specified were (1) 


interest paid on indebtedness representing all types of working 
capital and “timber tributary to and allocated to any existing 
operation, not to exceed a twelve-year supply therefor”; and (2) 
expenditure for conservation and reforestation. All the records 
on which the prices were fixed by the Authority have not been 
made available to the public, but the circumstantial evidence in- 
dicates that such a complex formula was supplemented by relating 


3 For an excellent discussion of the climate of opinion out of which the N.R.A. 
legislation developed see President’s Committee of Industrial Analysis, The Na- 
tional Recovery Administration (1937 [75th Cong., 1st sess.]), House Doc. No. 158, 
pp. 1-7. The report was prepared by the nongovernmental members of the com- 
mittee—John Maurice Clark, William H. Davis, George M. Harrison, and George 
H. Mead. This committee, in making its study, had the benefit of the preliminary 
analyses by the Division of Review of the National Recovery Administration, and 
of the Division of Industrial Economics of the Department of Commerce. 

‘I am indebted to Wilson Compton, secretary-manager, National Lumber 
Manufacturers’ Association, for permission to examine the unpublished Minutes of 
the Lumber Code Authority. 

5 The language of the Code is not very clear on this point (Code, Art. IX, Sec. [a]). 
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the prices fixed to former prices and to the prices of other building 
materials. The extent of the geographical areas covered and the 
number and variety of the products to which these delivered 
“costs” had to be allocated suggest the dubious accuracy of “costs 
of production” of individual items.‘ The multiple basing-point 
system used to determine uniform delivered prices did not in- 
crease the public popularity of price-fixing or lessen the perplexi- 
ties of the Authority’s staff. 

It is impossible to estimate how much of the rise in prices shown 
in the chart was due to the Code, because other factors such as 
currency devaluation, increased public works expenditures, and 
strengthening of the banking system were operating at the same 
time. It did help to raise the morale of the industry and retard 
the disorderly liquidation of timber. We do not have adequate 
data on retail prices or prices paid by building contractors, but 
it is not improbable that the rise in the cost of building materials 
was one of the factors retarding the revival at that time of the con- 
struction industry. But it is not possible now to say how much 
of the responsibility for it belongs to lumber manufacturers. 

The N.R.A. prices were, however, high enough to bring back 


into operation about 5,000 marginal mills which had not been 
operating and to induce construction of a number of new mills. 
A particularly thorny problem was that of the differential allowed 
to small mills (fixing prices lower than the minimum permitted 
to larger mills).? Wholesale dealers, moreover, were not subject 
to the Code.* By the summer of 1934, complaints were wide- 


* Cf. National Recovery Administration, “Economic Problems of the Lumber 
and Timber Products Industries” (1936), pp. 101-2 (mimeographed). This is the 
report prepared by the Timber Section of the Division of Review of the National 
Recovery Administration. This Division was set up after the Schechter decision 
for the purpose of evaluating the work of the N.R.A. The authors of this report— 
Peter A. Stone and associates—were formerly in the Timber Section of the N.R.A. 
Division of Research and Planning. This report contains invaluable material on 
the operation and results of the Code. 


7 Minutes of the National Control Committee of the Lumber Code Authority 
(September 15, 1934), particularly Donald Bruce’s report prepared for the Lumber 
Code Authority. 


§ “Economic Problems of the Lumber and Timber Products Industries,” p. 109. 
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spread that the prices set were not being observed. The National 
Recovery Administration replied to dissenters who had asserted 
that the prices of the Code Authority were not government 
prices by declaring an emergency and fixing as government prices, 
with some changes, those promulgated by the Code Authority.® 
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The 1933 Minutes of the Lumber Code Authority give some 
intimation of the amount of opposition within the industry to 
price-fixing, and the Minutes for later dates record an increasing 
number of protests. The N.R.A. hearings, December 11-13, 1934, 
brought into the open the extent of this opposition.’ The weight 


9 Ibid. 

1° See transcript of Hearing on A pplication for Suspension of the Reasonable Costs 
and the Rules and Regulations for Their Application under the Code of Fair Competi- 
tion (National Recovery Administration, December 11-13). See particularly the 
testimony of A. W. Clapp, general counsel for the Weyerhaeuser lumber interests, 
who was the spokesman for the West Coast Lumbermen’s Association (pp. 98-135). 
Constant Southworth, speaking for the Consumers’ Advisory Board, called atten- 
tion to the vulnerability of the lumber industry to the competition of other building 
materials (p. 326). 
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of adverse testimony piled up at this hearing was such that on 
December 22, 1934, cost-protection prices were abandoned. 

Recognition given to conservation in this phase of N.R.A. ac- 
tivities was limited largely to the stipulation that there could be 
counted, as part of the costs of production, expenditures for con- 
servation and reforestation “in such amount as is warranted by 
market conditions.” The available evidence indicates that com- 
paratively limited sums were expended on conservation during 
the period of operation of the cost-protection provisions of the 
Code. 

The control of production was also left to the Code Authority.” 
The Code fixed the following as bases for quotas: (1) hourly pro- 
duction, (2) yearly production (or shipments), (3) number of em- 
ployees, (4) taxes paid, and (5) standing timber. The time period 
used was to be any three consecutive years following December 
31, 1924. The broad social questions raised by giving the control 
of production into the hands of an industry have been sufficiently 
discussed in the general analyses of the N.R.A. which have al- 
ready been made.” The administrators of the N.R.A. were not 
able to exercise any effective supervision over the acts of the 
Code Authority in controlling production.’ The fatal defect in 
the production-control scheme, from the standpoint of the Lum- 
ber Code Authority, was that it was not able to prevent new 
capacity from coming into operation and that the prices set by 
it, as previously stated, were sufficiently high to bring new mills 
into being. The Lumber Code Authority had to grant produc- 
tion quotas to these new mills. The processors already in opera- 
tion naturally resisted efforts to decrease their quotas, and, there- 
fore, the total amount produced tended to increase. An amend- 
ment to eliminate this shortcoming was proposed by the Author- 
ity but disapproved by the N.R.A.** The Lumber Code Author- 

" Art. VIII. 

2 See Leverett S. Lyon and Associates, The National Recovery Administration 
(Washington, 1935), pp. 296, 747-48; the President’s Committee of Industrial 
Analysis, op. cit., p. 80; and Arthur R. Burns, The Decline of Competition (New 
York, 1936), p. 580. 

3 “Economic Problems of the Lumber and Timber Products Industries,” p. 173. 

"4 Ibid., p. 185. 
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ity, judged by post—N.R.A. developments, was not conspicuously 
successful in reducing the average ratio of stocks on hand to 
annual consumption." 

The principal defect of the production-control plan from the 
standpoint of forest management was that the amount of an oper- 
ator’s quota had no relation to whether or not he was logging on 
a sustained-yield basis. The factor of the amount of standing 
timber the operator controlled was given relatively little influ- 
ence, for the standard suggested by the Authority gave only 10 
per cent weight to it. But, as framed and applied, even this had 
no direct bearing on the type of logging operation."® An impartial 
group close to the administration of the Code concluded that the 
effect of the production-control provision, as such, was to foster 
selective sawing and that it therefore “encouraged waste in the 
forest by encouraging the practice of leaving on the ground to 
decay all but the best logs from the trees.’”*” 


Il, FOREST-MANAGEMENT PROVISIONS 


The Code’s statement of purposes included among others the 
following: “and to conserve forest resources and bring about the 
sustained production thereof.’"* Article X provided for the calling 
of a conference on conservation to be attended by representatives 
of government and industry. Two conferences were held pursuant 
to this provision, one in October, 1933, and the second in Jan- 
uary, 1934. All the important public and private agencies inter- 
ested in improved forest practices were represented. The resolu- 
tions and policies resulting therefrom were, in contrast to the 
first year’s decisions of the Lumber Code Authority, the joint 
product of industry and conservation agencies. 

As a result of these meetings Article VIII was amended to per- 
mit a 10 per cent increase in production quotas for operators who 
put their logging on a sustained-yield basis."® This was a construc- 


8 See Report of Lumber Survey Committee (first quarter, 1939), Table I. 

*6 Art VIII, Sec. (e). 

17 “Economic Problems of the Lumber and Timber Products Industries,” p. 187. 
8 Art. I. 

*» Amendment 5 to Lumber Code, Lumber Code Authority Bulletin, April 10, 1934. 
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tive step, although only a limited percentage of operators were 
in a position to take advantage of it.” 

A “constitution” on forest practices was adopted which in- 
cluded suggestions on specific aspects of conservation. The rec- 
ommendations, while hedged about with reservations which 
seemed to make them contingent on public assistance for fire, 
insect, and disease protection, did put the industry on record as 
favoring better slash disposal, greater care in the preservation of 
immature trees during logging, and more adequate provision for 
restocking after cutting. They declared selective logging to be 
“the general standard for local measures of woods practice” and 
called sustained yield a “desirable objective.” 

The principles set forth in this “constitution” were applied to 
regional and local conditions in the conservation rules issued by 
the regional divisions and subdivisions of the Code Authority. 
Despite the reservations “to the extent practicable,” the accept- 
ance of these standards by leaders of the lumber industry repre- 
sented a definite step forward.* Perhaps a majority of foresters 
would agree with the opinion of B. F. Heintzleman, who had been 
assigned by the Forest Service to work with the Code Authority 
in the conservation program. He wrote: 

The regional rules of forest practice, established under Article X of the 
Lumber Code, constituted, it is true, merely a beginning in forestry effort. 
However, these were essential forestry requirements and their full applica- 
tion would preclude further forest devastation.” 


The principal advance under the Code’s forest-practice rules was 
in protection against fire through better slash disposal and the 
felling of snags and more adequate provision for restocking. The 
educational effects of the adoption of, and compliance with, these 


2° Ten operators, with approximately 2,276,000 acres, qualified out of the total 
of 400,000,000 acres of privately owned forest land. 


*t John B. Woods, who was in charge of the conservation activities of the Code 
Authority, has estimated that at the peak of compliance with Code provisions 85 
per cent of the persons under the Code were observing forest-fire rules and 70 per 
cent of producers were observing the cutting-practice regulations (John B. Woods, 
“Where Are We in Forest Conservation?” Journal of Forestry, July, 1936, p. 686). 


= “Substitute for Article X,” Journal of Forestry, March, 1936, p. 226. 
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rules probably more than offset the possible tendency of the pro- 
duction-control quotas to foster selective sawing. With the ex- 
ceptions of the South and the states of Oregon and Washington, 
little progress was made toward sustained yield. Important wood 
users—including pulpwood, distillation-wood, mining-timber, 
and farm-wood-lot producers—were not subject to provisions of 
the Code. Theoretically, these rules had the force of law; but 
reliance was placed on voluntary conformance. 

The major lumber manufacturers’ associations have sought, 
following the invalidation of all N.R.A. codes, to continue con- 
servation work by the industry. The industry sponsored a new 
joint conference to chart the post-N.R.A. course.*? The meeting 
was attended by representatives of pulpwood manufacturers as 
well as lumber operators and representatives of public and private 
conservation agencies. The report of the Committee on Industry 
Forest Practices largely reaffirmed the principles of the Code’s 
forest-practice rules.** The N.R.A. in this instance may be re- 
garded as one of a number of factors leading to better forest prac- 
tices. The findings of this conference represent the best available 
statement of objectives on which both private industry and con- 
servation officials are agreed. They illustrate the fact that the 
N.R.A. resulted in a better understanding between government 
officials and the lumber industry.” 

The most recent illustration of this change in relations between 
the agencies of the federal government interested in wood prod- 
ucts and the lumber and pulp industries is found in the initiative 
taken by the Department of Agriculture in the formation of the 
Forest Industries Conference. This Conference, which was set up 
in June, 1939, is composed of representatives of the Departments 

*3 See National Lumber Manufacturers’ Association, Report Forest Conservation 
Conference, April 7-9, 1937. 

*4 Ibid., p. 43. 

*s This Report should be read in conjunction with the detailed analyses of the 
effects of N.R.A. forest-practice rules prepared by the Forest Service. The study 
was made for each one of the nine forest regions, and the results, in my opinion, 
should be published. I am indebted to G. D. Cook, head of the Division of Private 


Forestry of the Forest Service, for allowing me to examine copies of these Forest 
Service reports, which are dated March 24, 1937. 
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of State, Agriculture, Commerce, and Interior, the National Lum- 
ber Manufacturers’ Association, the American Paper and Pulp 
Association, and the American Pulpwood Association. This is pri- 
marily a discussion group; its deliberations are not usually made 
public, and the votes of the participants are not recorded. Its 
objective is the advancement of “sustained management of both 
publicly and privately owned commercial forest lands.” The 
cumulative effects of the continuance of this unpublicized inter- 
change of views may be expected to be helpful both in legislation 
and in administration.” 

The minimum wage set by the Code ranged from twenty-three 
cents per hour in the South to fifty cents per hour for skilled work 
in New York and Chicago. The regional differentials occasioned 
bitter controversy.”’ It is probable, however, that the minimum- 
wage regulations did pull up the lowest wages, and this experience 
was probably one of the factors in bringing about the passage of 
the Fair Labor Standards Act.* A case can be made for the thesis 
that the enforcement of minimum wages tends to promote better 
forest practices by the process of freezing out inefficient producers 
who cannot afford to practice forest management. Theoretically, 


a twenty-three-cent minimum wage might force out of operation 
some small mills cutting financially immature southern pine. 
There is, however, not enough evidence from the N.R.A. experi- 
ence to base a conclusion on this hypothesis. 


Ill. CONCLUSIONS 


It will be noted that the role of the N.R.A. in the administra- 
tion of the Code went through a process of continuous change. 
The connection of the N.R.A. administrative staff with the Code 
Authority (lumber trade association) up to 1934 took the form 


*6T am indebted to C. Stowell Smith, acting chief, Division of Private Forestry, 
U.S. Forest Service, for a statement of the objectives and procedures of the Con- 
ference. 

*7 Code, Art. VII, Sec. (d). 

*8 The N.R.A., on the basis of available evidence, had no effect on labor organi- 
zation in the South. Much of the post-N.R.A. gains in unionization in the North- 
west, however, may be ascribed to the impetus given under the Code’s collective- 
bargaining provisions. 
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of the N.R.A. deputy administrator’s acting as the public non- 
voting member of the Code Authority board of directors. At 
the beginning administrators were so preoccupied with the prob- 
lem of code-making that they gave little attention to code ad- 
ministration.” By 1934 the N.R.A. administration realized the 
crucial importance of code administration. Three government 
nonvoting members of the Code Authority were added, including 
F. A. Silcox, chief forester, U.S. Forest Service.*° The background 
of the deputy administrator for the N.R.A. was in the industry; 
he was formerly a president of the West Coast Lumbermen’s As- 
sociation and of the National Lumber Manufacturers’ Associa- 
tion. The Minutes of the Code Authority show that no consumer 
representative attended until late in 1934. 

The pressure of conservation groups was a major influence in 
directing the change of Code Authority policy toward a more 
positive and active connection with forest management. Influen- 
tial groups in the lumber industry itself were likewise energeti- 
cally working for improved cutting practices; these men were 
aware of the importance of management for continuous produc- 
tion. The 1935 Minutes of the Lumber Code Authority illustrate 
this change of emphasis. It is an interesting speculative question 
what would have happened if the entire drive of the industry had 
been concentrated from the beginning on improving cutting prac- 
tices. The conservation effort of the lumber industry during 
N.R.A. would probably have produced more results if implied 
promises of greater public expenditures for fire prevention, forest 
extension, and forest credits had been promptly carried out. The 
Code forest-practice rules would logically be the starting-point 
for the formulation of standards to be enforced by government. 

The N.R.A. experience confirms the principle that govern- 
ment’s power to coerce should be administered by disinterested 
authorities employed by it. As Arthur R. Burns has suggested, 


*° President’s Committee of Industrial Analysis, op. cit., p. 69. 

3° The other two men added were E. A. Selfridge, a lumber specialist of the De- 
partment of Commerce, who had formerly been a lumber-trade association execu- 
tive on the West Coast, and Major Harry L. Gilchrist, United States Army, retired, 
who served only a short time. 
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the responsibility for making policy decisions should be separated 
from the function of making available the data on the basis of 
which policy must be formulated.** Advisory groups of industry, 
labor, and consumer representatives will, of course, be useful, 
both in the formulation and in the administration of a program. 
Effort spent on controlling cutting practices will bring more per- 
manent results than attempts to fix prices. One of the outstand- 
ing limitations of the impact of the N.R.A. on forest management 
was the fact that its province did not include such important 
forest-product groups as the wood-pulp industry. Public regula- 
tion, whether by the states or by the federal government, should 
embrace all users of wood. The experience of the N.R.A. should 
suggest to state and federal legislators that the initial objectives 
of regulation should be modest—perhaps these should be confined 
to more adequate protection against fire during and after logging 
and better provision for restocking. 


# Op. cit., p. §73- 





MONOPOLY PRICES UNDER JOINT COSTS 
FIXED PROPORTIONS: 


MARSHALL R. COLBERG 
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price theory for the case of commodities produced in fixed 
proportions under conditions of perfect competition is well 
known to economists. The corresponding theory of monopoly 
pricing has not been set forth with equal care, although certain aspects 
of the problem have been frequently discussed in connection with par- 
ticular commodities and services, especially for railroads and other 
public utilities.* 

The objection may be raised that invariable proportions occur 
rarely, if ever, in reality. While it is undoubtedly true that variability 
of proportions is the more usual case, the simpler assumption of ab- 
solute fixedness seems worthy of discussion. T. J. Kreps’ has pointed 
out that complete, or almost complete, fixity of proportions of prod- 
ucts are frequently found in the chemical industry. The assumption 
probably has considerable general significance for the short period. In 
the short run the quantity of capital employed by firms is relatively 
unalterable. This greatly diminishes the possibility of changing pro- 
duction techniques in such a way as to alter the proportions in which 
jointly made commodities appear. If the short period is highly re- 
stricted, it precludes the possibility of any considerable change even 
in the form of durable capital, since such changes require some rebuild- 
ing of plant. For the short period so conceived, proportions of jointly 
produced commodities may well be practically unalterable. If changes 
in the form of durable capital are deemed possible in the short run, 
some variability of proportions is likely to exist. But where the degree 


* The writer is indebted to Mr. Gardner Patterson, Fellow at Harvard University, 
who did much of the library research necessary for this paper. Numerous discussions 
with him were also most helpful. 

* For recent examples see Raymond T. Bye, “(Composite Demand and Joint 
Supply in Relation to Public Utility Rates,” Quarterly Journal of Economics, 
November, 1929, and Donald H. Wallace, “Joint and Overhead Cost and Railway 
Rate Policy,” Quarterly Journal of Economics, August, 1934. 

3 “Joint Costs in the Chemical Industry,” Quarterly Journal of Economics, May, 
1930. 
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of variability is small, the propositions applicable to the case of strictly 
fixed proportions may not be irrelevant. 

The analysis can be greatly simplified by the use of units of quantity 
which are so chosen as to keep equal the rates of output of the two 
joint products.‘ For example, cotton seed and cotton fiber are yielded 
at (about) the rate of 2 pounds of the former for each pound of the 
latter. Hence, the use as units of 2 pounds for seed and 1 pound for 
fiber will keep equal the number of units of each produced in any 
time period. If quantity is measured in some other way than by weight, 
this analytical device can still be used. In the case of the joint produc- 
tion of coke and illuminating gas, the former is measured by weight 
and the latter by volume. Yet, using a unit of any given weight (for 
example, a ton) for coke, one can easily define a unit of volume for the 
gas of such a size as to keep equal the number of units of output of 
the two products per unit of time (assuming proportions to be fixed 
during the time period under consideration). This method of defining 
units of output means that the marginal cost of the two goods will be 
identical. For the production of an additional unit of either good will 
occasion the same increment to total cost. The fact that producing an 
additional unit of one good necessitates producing another unit of the 
other commodity does not alter the method of computing marginal 
cost; hence, only one marginal cost curve is needed when units are 
defined in the manner mentioned. 

In the analysis which follows we shall assume that there are just 
two joint commodities, produced in unalterable proportions by a firm 
which is the only manufacturer of each; the analysis can readily be 
extended to include three or more joint products. The goods are as- 
sumed to be “independent” in the sense that changes in the price of 
one will not affect the demand for the other. The first case to be con- 
sidered is that in which there are no separable expenses. Linear de- 
mand functions are used for convenience. 

In Figure 1, D, and D, are the demand curves confronting a mono- 
polistic producer of joint goods 1 and 2; MR, and MR, are the corre- 
sponding marginal revenue curves. Function D,,, was obtained by add- 
ing the demand curves for the two goods, and MR,,, by adding margi- 
nal revenues. Thus, for any amount OA, the corresponding ordinate 
AP,,, on the D,,2 curve is found by adding AP, and AP, determined 
by D, and D,; similarly, curve MR,,, is found by the addition of MR, 


4 Professor Bye, op. cit., uses such units in part of his exposition. 
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and MR, for each rate of output. It will be noted that D,,, is not an 
ordinary demand function, for the quantities which it represents de- 
pend not only on the sum of the prices of the two goods but also on the 
way in which this sum is distributed between the goods. Like MR,,., 
curve D,,, is without meaning if unaccompanied by the separate de- 
mand curves for the joint products. Curve MC shows the marginal 
cost corresponding to various rates of output from the fixed plant. 
The rate of output of each good which will maximize profits (or 
minimize losses) is OA units per time period. At this rate the marginal 


Money 
Units 








Quantity 


Fic. 1 


joint cost is equal to the marginal combined revenue from the sale 
of the two goods. It will be worth while for the monopolist to sell the 
entire output of both goods because the marginal revenue from each 
is positive at output OA. The optimum prices are AP, and AP,, re- 
spectively. The curve of total cost per unit has not been drawn in, 
since it is irrelevant to short-period productive decisions. 

A slightly different solution is required if the marginal joint cost 
curve MC is in a position such as that which it takes in Figure 2. 
(The other curves are in the positions of Fig. 1, and the same assump- 
tions are made.) The difference arises from the fact that the marginal 
revenue from one of the products would be negative if the monopolist 
sold all of each good that it is worth while to produce. 

The optimum rate of putput in the situation pictured in Figure 2 
is OC units, determined by the intersection of MC with MR, (rather 
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than MR,,,). It is worth while to produce OC units of both goods in 
order to be able to sell that quantity of good 1. However, marginal 
revenue from the sale of OC units of good 2 would be negative. Hence, 
profits can be maximized by selling only OB units of good 2 (the amount 
corresponding to a marginal revenue of zero from that good) while 
selling all of the output of good 1. The plethora BC of good 2 may be 
destroyed by the monopolist ; or it may be stored for future sale if the 
entrepreneur anticipates future demand and cost conditions under 


Money 
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which more of good 2 than will then be produced per time period might 
profitably be sold, storage costs being considered. 

The solution can be stated in a somewhat more general fashion. 
Curve MC intersects each of the curves MR,, MR.,, and MR,,,; of the 
three points of intersection, the one lying farthest to the right has an 
abscissa equal to the optimum rate of output (of each good). If this 
intersection is formed by MC and MR,,, (as it is in Fig. 1), the mar- 
ginal revenue from the sale of all of each good must be positive. None 
of the output will be held off the market. If the pertinent intersection 
is formed by MC and the marginal revenue curve for one of the goods 
(as it is in Fig. 2), all the output of that good will be sold, and enough 
of the other good placed on the market to bring its marginal revenue 
to zero. 
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From the foregoing analysis certain inferences can be made. The 
usual proposition that an increase in the demand for one of two joint 
products will raise its price and lower the price of the other is true 
under competitive conditions but may or may not hold under monopo- 
listic conditions. It does hold for a (small) change in demand if the 
situation be that of Figure 1 (all output sold). But under conditions 
such as those of Figure 2 (where it is worth while to withhold or destroy 
some of one good), the proposition does not hold. Referring to Figure 
2, one can easily see that a (small) shift in the demand for good 2 
would change the price of that good but would not affect the optimum 
rate of output of the joint products or change the “‘best”’ price for good 1. 
A (small) shift in the demand for good 1 would change the optimum 
output of both goods and the optimum price for good 1 but would not 
affect the price or sales of good 2. 

By inspecting Figures 1 and 2 we can discover the factors which 
tend to make it worth while for the monopolist to destroy part of the 
output of one good. The greater the difference in the quantity at which 
the demand for one good has an elasticity of unity (marginal revenue 
of zero) and the quantity at which the other good has an elasticity of 
demand of unity, the more likely it is that part of the product of weaker 
demand will be destroyed. The height and elasticity of marginal costs 
are also relevant. The lower and the more elastic the marginal cost 
curve, the more likely it is that it will pay the monopolist to withhold 
from the market some of one product. These demand and cost factors 
determine not only whether or not destruction will be profitable but 
also the amount that will be destroyed. 

The things which affect the position and slope of the marginal cost 
curve may, therefore, warrant some scrutiny. If fixed costs are large 
compared with variable costs over the relevant range, marginal costs 
are likely to be (relatively) low over this range. The extent of divisi- 
bility and adaptability of the plant are further pertinent factors.’ The 
more divisible and adaptable the plant, the more elastic the short-run 
marginal cost curve will be. In summary, the larger and more flexible 
his fixed plant is relative to the demand for the joint products, the 
more likely it is that the monopolist will withhold some of one good 
from the market, and the greater the amount withheld is apt to be. 
For these factors tend to make it advantageous for him to pay par- 

Ss For a discussion of the effects of divisibility, adaptability, and flexibility on the 
shape of the short-run cost curves see George Stigler, ‘Production and Distribution 
in the Short Run,” Journal of Political Economy, June, 1939. 
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ticular attention to the marginal revenue to be derived from the good 
of more intense demand. 

The discussion thus far has assumed that all costs are joint and that 
proportions are unalterable. However, it is likely that a firm producing 
joint products will find it desirable to incur some separable expenses 
in connection with each of the goods. The joint products may then be 
considered to be raw materials for the final goods. When some of the 
costs are separable, it is, of course, always possible to vary the propor- 
tions in which finished goods appear simply by not “working up” all of 
the jointly produced raw materials, even though these materials are 
produced in unalterable proportions. 

The units used in the previous exposition are especially useful in 
simplifying the exposition of the case of partly joint, partly direct 
costs. We shall again define the units of the joint partial products in 
such a way as to make the rate of output of each the same. Then each 
unit of each of the jointly produced raw materials will be considered 
to be converted into one unit of the corresponding finished good by 
means of appropriate direct expenditures. Thus the rates of output 
of the two final goods will also be equal if all of the jointly made raw 
materials are processed. 

Figure 3 presents the curves necessary for the graphical solution of 
the problem of optimum prices and outputs for a monopolist producing 
two goods under partly joint costs. Curves D, and D, are demand 
curves for the finished goods (rather than for the jointly produced raw 
materials), while D,,, is the sum of these two functions; MR,, MR,, 
and MR,,, are the corresponding marginal revenue curves. The mar- 
ginal joint cost of the raw materials is represented by MJC (which 
corresponds to MC of Figs. 1 and 2). Since separable or “direct” costs 
must be incurred in addition to the joint costs, curves MDC, and 
MDC, are included to show the marginal direct costs as successive 
(infinitesimal) units of the jointly made raw materials are converted 
into final goods 1 and 2. The total marginal cost for any amount of 
either final good is equal to the marginal joint cost of producing the 
same number of units of the raw material plus the marginal direct costs 
of processing. Hence, curve MTC, (marginal total cost of good 1) is 
obtained by adding M/C to MDC,, while MTC, is derived by adding 
MJC to MDC,. The remaining curve, MTC,,., is found by adding 
MJC to the sum of the marginal direct cost curves (MDC, and MDC,). 

The general solution for optimum output, prices, and sales of the 
two final goods is similar to that outlined for the simpler case in which 
there were no direct costs. Each of the three marginal revenue curves 
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must be related to the corresponding marginal total cost curve—MR, 
to MTC,, MR, to MTC,, and MR,,, to MTC,,,—and the three points 
of intersection noted. The intersection which lies farthest to the right 
is the important one, for it determines the optimum output of the 
jointly made raw materials and of either one or both of the final goods. 
If the pertinent intersection is that which is formed by MR,,,. and 
MTC,42, it will be profitable for the firm to manufacture and sell the 
amount of both final goods which corresponds to the abscissa of the 


Money 
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intersection. Should the intersection of the marginal total cost curve 
for either one of the finished goods with its own marginal revenue curve 
lie farthest to the right, the abscissa of that intersection determines the 
output of that good (and consequently of the two jointly produced 
raw materials), but it will decrease the monopolist’s profit to work up 
all of both raw materials. One raw material will be completely proc- 
essed, but the other will be converted only to the point where marginal 
revenue from the sale of the final good is equal to the marginal direct 
cost of conversion.’ There seems to be no presumption that either case 
should be the more common. 

* The writer is indebted to Professor Edward Chamberlin for a valuable sugges- 


tion as to the method of stating the solution in a more general fashion than that 
first conceived. 
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In Figure 3 it will be noted that the intersection of MR, and MTC, 
lies farther to the right than the intersection of the corresponding 
curves for good 2 or for the combined goods. Hence, OC is the optimum 
rate of output of good 1, consequently of the raw material for good 1, 
and incidentally of the raw material for good 2. The marginal revenue 
from OC units of good 1 exceeds the marginal direct costs of those 
units, but the marginal revenue from OC units of good 2 would be less 
than the marginal direct cost of those units; therefore, not all the raw 
material for good 2 which is produced as an incident to the production 
of good 1 will be processed. It will maximize the firm’s profits to pro- 
duce OB units of good 2, for at that output MR, and MDC, are equal. 

Certain general propositions concerning production under conditions 
of partly joint costs and monopoly can be adduced readily as a result 
of the foregoing analysis. If demand and cost conditions have been 
such as to induce the sale of all of the output of both partly joint 
products, a small change in the demand for just one good will alter 
the optimum price for that good in the same direction and change the 
optimum price for the other good in the opposite direction. An increase 
(decrease) in the marginal joint cost will tend to raise (lower) the price 
of each finished good. Also, an increase in the marginal direct cost of 
producing either good will raise the “‘best” price for both goods, while 
a decrease will lower both optimum prices. The price of the good the 
direct costs of which remain the same may well change more (if its 
demand is more inelastic over the relevant range). 

If the monopolist has been maximizing profits by refraining from 
processing all of one joint product, owing to demand-cost conditions 
appropriate to that procedure, the general propositions which can be 
laid down are quite different. Then a small shift in the demand for one 
of the final goods will change the optimum price for that good in the 
same direction but will not affect the price of the other product. An 
increase (decrease) in marginal joint costs will increase (decrease) the 
optimum price for the good which is being produced at the greater 
rate (units being as defined herein), but will not affect the price of the 
other good. A (small) change in marginal direct costs of either final 
product will change (in the same direction) the best price for that com- 
modity, while having no effect on the price of the other good. 
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Royal Commission on Dominion-Provincial Relations was 
established by the Privy Council in August, 1937. The purpose 
of this action was a “re-examination of the economic and finan- 

cial basis of confederation and of the distribution of legislative powers 
in the light of the economic and social developments of the last seventy 
years.” In particular, the Commission was instructed 

1. to examine the constitutional allocation of revenue sources and govern- 
mental burdens to the Dominion and provincial governments; 

2. to investigate the character and amount of taxes collected . . . . in the 
light of legal and constitutional limitations . .. . ; 

3. to examine public expenditures and public debts in general, in order to 
determine whether the present division of the burden of government is 
equitable, and conducive to efficient administration, and to determine the 
ability of the Dominion and provincial governments to discharge their 


governmental responsibilities within the framework of the present allocation 
of public functions and powers, or on the basis of some form of reallocation 


thereof; 
4. to investigate Dominion subsidies and grants to provincial govern- 
ments. 


The Commission’s report is well planned and executed. The first 
volume, or book, gives the setting and the historical background of the 
problem; the second volume is devoted to plans for its solution; the 
third volume consists principally of statistical material. 

The interest of American readers is likely to center chiefly in Book 
II, which contains the plans offered by the Commission to solve the 
present problem. That problem, the rise of which is sketched in Book I, 
is, essentially, one of bailing out the provinces. The relation between 
Dominion and provincial governments under the act of 1867 is the re- 
verse of that established by our own constitution. That is, the prov- 
inces received certain delegated powers, and the Dominion received all 

* Report of the Royal Commission on Dominion-Provincial Relations, Book I: 
Canada: 1867-1930, pp. 261; Book II, Recommendations, pp. 295; Book III, Docu- 
mentation, pp. 219. Ottawa: King’s Printer, 1940. $1.00 for the set. 
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other powers. In the fiscal field the Dominion power of taxation was 
unlimited, whereas the provinces were restricted to direct taxation and 
to licenses on shops, taverns, auctioneers, and other occupations for 
provincial or municipal purposes. They were permitted to manage their 
respective public lands and to establish and operate local works 
and undertakings, except steamship lines, railways, canals, telegraph 
lines, and other works of an interprovincial character. At the time of 
federation the Dominion assumed the provincial debts. 

The economic motives of federation were an establishment of a free- 
trade area, the development of transportation facilities, and the open- 
ing of the Canadian western territory. The Canadian record of eco- 
nomic development parallels our own in many respects. In both cases 
a misplaced confidence in the unlimited future of agriculture has been 
a cause of economic and fiscal difficulties. Tillage agriculture was ex- 
tended into vast regions, both north and south of the border, into 
which no plow should ever have been carried. With the homestead sys- 
tem went an elaborate machinery and heavy cost of provincial (or 
state) and local government, an urban development resting on the 
shaky foundation of precarious agriculture, and a costly system of 
transportation to serve these widespread regions. In 1937 two-thirds 
of the population of Saskatchewan were on relief, and the relief ex- 
penditures of this province, including aids to agriculture, were double 
the total provincial and municipal revenues aside from subsidies. 

The Commission’s diagnosis of the present fiscal difficulty is that 
the distribution of resources and of functions that was originally estab- 
lished between the Dominion and the provinces has been thrown com- 
pletely out of joint by the changes which have since occurred. In the 
beginning the Dominion government was made responsible for the serv- 
ices of national scope, of which defense and economic development 
were most important. To the provinces were assigned the services then 
regarded as primarily local in character, including education, public 
welfare, and local works. The great increase in the cost of these serv- 
ices has led to heavy provincial borrowing, severe taxation, and steadily 
growing pressure upon the Dominion treasury for larger aids and sub- 
sidies. After the assumption of provincial debts at the time of federa- 
tion, the provinces were not expected thereafter to incur sizable debts. 
But, in 1937, debt charges absorbed more than one-fifth of current 
provincial revenues. 

This great rise of provincial-expenditure responsibilities naturally 
led to heavy tax increases, involving, at various points, serious conflict 
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with and duplication of Dominion levies. While the provinces were 
given the power of direct taxation, they were expected to operate chief- 
ly on the fixed federal subsidies plus the receipts from license and the 
public domains. The original subsidies were about two-thirds of total 
provincial revenues in 1874 and less than one-tenth in 1937. 

Alternative plans were proposed to relieve the provinces from their 
fiscal difficulties. Book II of the report is devoted mainly to a discus- 
sion of these plans. The Commission’s solution aims at a realignment 
of administrative responsibilities and fiscal resources more in accord 
with current realities than that established in 1867, but the result is 
not a realistic hit on the target. 

Plan I is, briefly, as follows: 


. The Dominion will assume 
a) All costs of unemployment relief 
6) All provincial debts (direct and guaranteed) as of a recent date, e.g., 
December 31, 1939 
c) A national adjustment grant (in lieu of existing subsidies) to enable 
the provinces to provide services at the average Canadian standard 
without excessive taxation on the average Canadian basis 
. The Dominion will receive 
a) Sole use of succession duties, personal-income tax, and taxes on corpo- 
rations or corporate income which would not be imposed on individuals 
or partnerships 
b) A sum equal to that which each province receives as of the date of 
adjustment, as interest on loans and investments, and as profits on 
commercial undertakings 


Henceforth, under this plan, there would be complete segregation 
of Dominion and provincial revenue sources. In addition to the above 
the Dominion would pay annually to each province a sum equal to the 
revenue it would have received had it collected a 10 per cent tax on the 
net income of mining, smelting, or refining of ores and oil production 
within the province. The service of future debts incurred by the prov- 
inces shall constitute a charge on provincial revenue. All debt, here- 
after, shall be payable in Canadian money only. With the derange- 
ment of foreign exchange and foreign currencies, this rule seems justi- 
fied. Its effect on the terms of loans floated abroad remains to be seen. 
No control of provincial expenditure is now contemplated. 

Plan II is much simpler. It involves continuance of the existing 
Dominion-provincial arrangements and provides only for the transfer 
of unemployment relief to the Dominion budget. The Commission 
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strongly recommends Plan I. It emphasizes that under this plan the 
municipal finances will be improved. Regarding the municipal fiscal 
problem, in general, as a responsibility of the province, the Commission 
does not go far in specific recommendations on this subject. It does 
insist, however, that the provinces should undertake adequate super- 
vision of municipal finances as the only sure means of securing greater 
administrative efficiency and an improved municipal-credit standing. 
It points out that, under Plan I, the provinces will be in a better posi- 
tion to attack the problem of municipal reform than heretofore. For 
special reasons a part of the debt of Quebec for certain local institu- 
tions is also assumed. 

The over-all result of Plan I would be to increase materially the 
load on the Dominion treasury. As of 1939, the gross cost of this plan 
to the Dominion would be $112,337,000. This cost would be reduced 
by the yield of the taxes transferred, which was $66,128,000 in 1939. 
The net cost would therefore be, as of 1939, $46,209,000. The net cur- 
rent revenues of the Dominion for 1937 were $464,324,000, while the 
net current expenditures, for the same year, excluding debt retirement, 
were $478,168,000. It is obvious that the absorption of the net cost of 
Plan I will impose substantial strain on the Dominion budget. 

This condition is clearly recognized and apparently cheerfully ac- 
cepted. As possible offsets, it is expected that savings can be effected 
by refunding the provincial debt, by eliminating the drain of redemp- 
tion in foreign currencies, and by more effective co-ordination of un- 
employment-relief policies. Nevertheless, the report is shy of concrete 
suggestions as to how the Dominion budget can absorb the net cost of 
the proposed readjustments. This question becomes the more acute in 
view of the burden of war financing. It will be intensified in the long 
run because the cost of unemployment relief will be least in prosperous 
periods, when the income tax is most productive, and heaviest in the 
lean years, when the income tax is of small value as a revenue source. 

The Commission’s enthusiasm for the income tax as a fiscal instru- 
ment is unbounded, but, in the reviewer’s judgment, unwarranted. 
Consider, for example, the following (II, 111): 

It [i.e., the income tax] can raise a given revenue with less burden on the 
national economy than any other tax because it is drawn from surplus income 
rather than made a burden on costs. That is, no income tax need be exacted 
from an individual unless he has an income above that necessary for subsistence. 
No obstacle is thus put in the way of employment at wages or salaries not exceed- 
ing the subsistence level, and it is probably in these marginal fields of employ- 





CANADIAN DOMINION-PROVINCIAL RELATIONS 115 


ment that the major solution of our unemployment problem lies. [Italics 
supplied.] 


This is unadulterated nonsense. The idea that the exemption of a 
subsistence minimum stimulates or promotes in any way the employ- 
ment of labor at a subsistence wage or any other wage takes first prize 
for ridiculous claims about the virtues of income taxation. Canada 
has always had an income tax minimum, yet it has suffered for years 
from large-scale unemployment. Just how the income tax is to be a 
means of a major solution of unemployment in the future, when it has 
failed thus far, is not made plain. 

There is a connection between excessive income taxation and un- 
employment, although the Commission failed to perceive it. Excessive 
income taxation is an important cause of unemployment. Since this is 
a review and not an essay, the elaboration of this statement is omitted 
here. Yet, in the reviewer’s opinion, it is sufficiently sound to warrant 
the following criticism of the Commission’s scheme, namely, that fur- 
ther tax pressure on incomes will help to perpetuate the unemployment, 
the cost of which is to be a Dominion obligation. Hence, there is likely 
to be a vicious circle in which the relief of unemployment leads to 
heavier income tax, while the heavier tax will create more unemploy- 
ment to be relieved. 

Some sort of adjustment is always required after the government 
has tried to do more for the people than the people are willing or able 
to do for the government. The Commission has no doubt done its 
best with this adjustment. Its energy, industry, and zeal are apparent 
in the report, which is a model of excellence from the standpoint of 
organization and presentation of the material. It may have proposed 
the best available solution of a very difficult problem. Such defects as 
may appear in the Commission’s thinking and planning may be due 
to the fact that it was handicapped by some academic preconceptions 
about taxation which are still widely held in the best circles of society. 

The Commission’s plan has, however, certain earmarks of a stop- 
gap, which may be inevitable under the constitutional theory that the 
provinces are truly subordinate governments. Provincial debts are 
lifted, but no curb is suggested on future borrowing. A subsidy will 
equalize the costs of services performed by the provinces, but no re- 
straint is proposed on local expenditures. The only service dealt with 
as a matter of functional reallocation is unemployment relief. No at- 
tention is given to highways, welfare aside from unemployment, or edu- 
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cation. The provinces will surrender more than one-fourth of their 
total revenues, and, while the figures show a present gain to provincial 
treasuries equal to the increased cost to the Dominion treasury, an 
uncomfortable question persists—How long will it be before another 
bailing-out will be necessary? 

Since the constitutional relation of the provinces to the Dominion 
is the exact reverse of the relation of our states to the federal govern- 
ment, this report and its program will be of small value as a guide 
here. The provinces are in no sense sovereign, while the American 
states are, in theory. Federalization has proceeded so far with us, how- 
ever, as to reduce the states uncomfortably close to the status of mere 
provinces. In Canada the best solution may be a transfer of fiscal 
power and service responsibility to the central government. Here, there 
is desperate need to restore to the states functional responsibilities and 
fiscal resources which have been taken over by the federal government. 
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World Wheat Planning and Economic Planning in General. By Paut 
pE Hevesy. New York: Oxford University Press, 1940. Pp. xiv+ 
g12. $12. 

The author of this book writes from the standpoint of a European 
liberal who believes that the era of free trade is over but who sees 
clearly that a policy of self-sufficiency carried to its logical conclusion 
in the interest of national defense “involves the abolition of world 
trade and of international investment.” While he agrees that the west- 
ern European countries have been pursuing “dangerous and uneco- 
nomic agrarian policies,’ he sees no reason to believe that these policies 
are about to change and, with this fact in mind, counsels the wheat- 
exporting countries to take steps to control the wheat acreages sown 
in their own territory. 

With a view to ameliorating the situation, Mr. de Hevesy suggests 
a new world wheat agreement based on principles which he believes 
will circumvent the difficulties which led to the breakdown of the 
agreement signed in 1933. In his plan it is taken for granted that the 
importing countries hold the whip hand. Instead, therefore, of pro- 
viding for export quotas he envisages a representative “International 
Wheat Board” which would aggregate annually the total maximum 
European demand and allot percentage quotas to the wheat-exporting 
countries. The situation would be controlled by the I.W.B. issuing 
export certificates to cover the movement of wheat into European 
countries. 

A feature of the plan is that these certificates would be negotiable 
so that an exporting country suffering from a short crop could dispose 
of its certificates to other exporting countries where extra large crops 
made greater exports than its quota allotments desirable. In addition, 
export to extra-European countries would be entirely free. Denatured 
wheat could likewise be exported without restriction. In the event of 
the maximum established to cover European demands proving insuffi- 
cient—when go per cent of the certificates in circulation would be used 
up—the I.W.B. would have the power to issue additional import cer- 
tificates which it would allot between exporting countries on the per- 
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centage basis already established. The control over “certified” wheat 
would be concerned purely with quantities, and neither price nor qual- 
ity would be subject to any supervision of this new international wheat 
agreement. 

Technically, Mr. de Hevesy’s faith in this control mechanism being 
able to stabilize the international wheat trade rests upon the view 
that while there are sharp fluctuations from year to year in the amount 
produced in individual countries, in the aggregate, total world-produc- 
tion varies annually by a relatively small percentage. During the pe- 
riod 1923-38 the maximum deviation of the world’s wheat yield (in- 
cluding the U.S.S.R.) from one year to another was 10.3 per cent. 
The largest deviation of a single year’s world-wheat yield per acre from 
the average world-wheat yield per acre between 1923 and 1938 was 
only plus 7 per cent. 

When viewed as a matter of percentage deviations from a fairly 
stable annual world-wheat crop, the problem of dealing with wheat 
surpluses appears fairly simple until one remembers that the volume 
of wheat entering into international trade is itself a relatively small 
percentage of total annual world-yield. In round numbers world-wheat 
production amounts now to nearly 5,000 million bushels per year and 
the amount entering into international trade may be put roughly at 
700 million bushels, or 14 per cent of annual average yield. Hence, even 
a small percentage increase or decrease in annual world-production is 
capable of creating grave difficulties in the export market. Mr. de 
Hevesy is alive to this difficulty and suggests the maintenance of re- 
serve supplies in the importing countries to cushion the shock of violent 
changes in price that might be produced by large annual deviations 
in international supplies. In the event of a couple of large or short 
crops in succession it is not likely that Mr. de Hevesy’s plan would 
succeed completely in stabilizing prices; indeed, it might prove inca- 
pable of withstanding the strains that such a condition would produce 
in some countries. 

Apart from the presentation and exposition of his plan the author 
has placed all students of the wheat problem under obligation by giving 
a remarkably competent and comprehensive survey, amply supported 
by statistics, of the whole field of wheat production and policy. Each 
country is dealt with individually, and there emerges a strikingly vivid 
picture of the turns and shifts of policy to which statesmen have been 
driven by their inability to allow wheat prices to be determined by the 
impersonal forces of a free market. 
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Mr. de Hevesy, a Hungarian diplomat of thirty years’ standing, 
has long been a student of the wheat problem and writes with full 
command over the literature of his subject. The book has a grace of 
style that in this respect takes it out of the class of ordinary studies. 
He amply substantiates his reference to Socrates’ view that “nobody 
was qualified to become a statesman who was entirely ignorant of the 
problem of wheat.” Students who appreciate the difficulties of plan- 
ning in regard to wheat will recognize the aptness of his quotation from 
Macbeth: “If you can look into the seeds of time, and say which grain 
will grow, and which will not, speak then to me.”’ 

Mr. de Hevesy’s study suffers the fate of having been issued just at 
the outbreak of the war. The author states in a postscript to the Pref- 
ace that a few days after the final proofs were returned to the printer 
war broke out. While written as if the author were insulated from the 
forces that were to explode into the present struggle, when the time 
comes to reconstitute the structure of the international wheat trade 
his study will have its value, if for nothing else than in revealing the 
exact status of the wheat problem when peaceful processes of inter- 
national intercourse broke down. 

The statement on page 375, that wheat was first exported from 
Canada in 1877, should read from western Canada, though, in fact, the 
first shipment from western Canada actually was dispatched to eastern 
Canada in October, 1876. First export shipments of wheat from Can- 
ada go back to the French regime and date from around the beginning 


of the eighteenth century. 
D. A. MacGrIBBon 


Winnipeg, Canada 


Theory of the Agrarian Question. By V. 1. Lentn. Vol. XII of Selected 
Works. New York: International Publishers, 1938 [1939]. Pp. xi+- 
335- $2.75. 

The book consists of a series of articles, or chapters, written during 
the first fifteen years of the present century. The purpose of the author 
is, apparently, a defense of socialistic doctrine, mainly, as held by Marx 
in general, and by Kautsky in particular, concerning the application 
of socialistic principles to agriculture, or perhaps better expressed in 
the words: the place of agriculture in a socialistic state. 

More than half the book is devoted to a criticism of the critics of 
Marx and his treatment of the agrarian question. While many of the 
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critics are mentioned, and vigorously scored, the author takes up a 
large part of the first third, or even half, of the book castigating a cer- 
tain “Mr. S. Bulgakov,” an ex-Marxist, and a professor of economics 
at Kiev. It would appear that this Professor Bulgakov must have 
been of great importance in the mind of Lenin. 

Some three or four theoretical points are emphasized and elucidated 
by Lenin in his attack on the critics of Marx. First Professor Bulgakov 
is said to have made the law of diminishing returns “the corner stone 
of his theory of agrarian development.” Lenin notes that the conces- 
sion was made in the discussion of the “law” that improvements in 
technique would “temporarily” remove the tendency toward diminish- 
ing returns to the last increments of labor or capital. The author, who, 
of course, did not accept this so-called law, in commenting on certain 
explanations offered by the critic, remarks: “This is the same as saying 
that the stopping of trains at stations represents the universal law of 
steam transport, while the motion of trains between stations is a 
temporary tendency which paralyzes the operation of the universal 
law of stopping.” Lenin offers the suggestion that were the law of 
diminishing returns a fact we would find more people farming a given 
amount of land as time passed, instead of the contrary fact, which 
obtains, in that fewer people suffice to farm a given tract or produce 
a given quantity of product. The diminishing-returns concept is not 
damaged much by Lenin’s support of the Marx-Kautsky treatment of 
the same. 

Another attack on classic economics is based on the view that dif- 
ferential rent plus marginal rent does not include all rent. It will be 
remembered that orthodox socialists have insisted on an element called 
“absolute rent.” This means a payment from tenant to landlord due 
to the monopoly advantage possessed by owners of land. Lenin as- 
sumes this to be a defensible position. 

Lenin spares no pains in undertaking to show that the small farmer 
is at a disadvantage and gradually being crushed down to an ever lower 
position. In illustrating the poverty of the small farmer he cites Den- 
mark and quotes at length from the Census reports of 1882 and 1898. 
These are pretty old figures to be of much use, except historically, at 
the present time. As handled by Lenin they show the inevitable gain 
in power and advantage of the large farmers. He sums up his criticism 
of the Marxian critics with the charge that their “ideal country [in- 
volves] the growing concentration of agricultural production, the elimi- 
nation of small production by large-scale production, and the proletar- 
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ianisation and impoverishment of the overwhelming majority of the 
rural population.” 

Nearly a third of the book is devoted to an analysis of the growth 
of capitalistic agriculture in America. It would require a considerable 
essay to set the author right in his interpretation of our Twelfth and 
Thirteenth Census figures, and cannot be undertaken here. A few com- 
ments will suffice. The author apparently had a very hazy idea of the 
“homesteads” of the first decade of this century. He is almost alto- 
gether wrong in his discussion of the decline in the acreage of New 
England and Middle Atlantic farm land. His belief that the growth 
of share tenancy betokens a further crushing-down of the tenant is 
beside the mark at least outside the cotton and tobacco districts. 

The author has no regard for the economists who have handled our 
Census data: “The United States Census of 1910... . is a striking 
example of how excellent, abundant, and complete material [!] has 
been rendered worthless and spoiled by the routine and unscientific 
approach and ignorance of those who worked on it.” This really means 
that those who worked on it were not impressed with Lenin’s belief 
that we were headed toward the abyss of capitalistic farming instead 
of toward the haven of uniform, small, peasant proprietorship (but, 
after all, capitalistic, and contrary to Marx’s doctrine of progress), 
without hired farm laborers; or, and more to be desired, toward some 
phase of collectivism in farming. There is some point in his repeated 
criticism of our extended analysis of farm data on the basis of acreages, 
and the abandonment, begun in 1900, of more analysis on the basis 
of farm incomes. He states, without much proof, that “‘small is being 
eliminated by large-scale farming by the process of elimination of 
farms which are ‘bigger’ in area but smaller in productivity, jess inten- 
sive and less capitalistic, by farms which are ‘smaller’ in area, but more 
productive, more intensive, and more capitalistic” (p. 256), He was 
wholly convinced that all small and medium enterprises of both agri- 
culture and industry were fast being absorbed by big enterprises. 

It is a generation since this book was written. It was written wholly 
in support of Marxian economics and especially in support of the ortho- 
dox socialists’ view that agriculture lends itself to socialistic doctrine 
as well, or at least as surely, as does industry. A full appreciation of 
the work requires an understanding of Marx’s Das Kapital and Kaut- 
sky’s Agrarfrage. A reading of Lenin alone will not make many con- 
verts. It is too sketchy, too faulty in its interpretations, too violent in 
its criticisms of a group of lesser economists whom English-speaking 
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students are not acquainted with or concerned about. Steinbeck might 
have gathered some vitriolic drops for The Grapes of Wrath had he run 
across a copy of the book as it came from the press. It will not be of 


great use to economists. 
B. H. HisBarD 


University of Wisconsin 


Competition among Grains. By N. Jasny. Stanford University: Food 

Research Institute, 1940. Pp. xiii+-606. $4.00. 

Barring competitive imperfections of any sort, the equilibrium to- 
ward which competition among grains tends would be a situation in 
which prices and costs for each grain are proportionate to one another. 
Yet all of the many comparisons given by Dr. Jasny indicate substan- 
tial differences in the ratios of prices to costs, persisting over fairly 
long periods. In part these differences are due to competitive imper- 
fections—such things as custom and habit of producers, for example, 
or governmental controls, as well as to yield variations accompanying 
unpredictable weather conditions. But in large part they are reflections 
of our inability (perhaps the impossibility) to compute pertinent costs 
which allow comparison between an essentially food grain like wheat 
and a grain like oats used primarily for feed, between a grain a large 
portion of which goes to market and a grain which is utilized for fur- 
ther production where grown. Again, how can we correctly allocate 
costs to the two or more grains grown in a rotation best suited to all? 
Thus, an important job in dealing with competition among grains is 
that of discussing all the special circumstances which make the equi- 
librium different from expectations. For this task Dr. Jasny’s long ex- 
perience with the study of grain problems in several countries has 
especially qualified him. Each chapter abounds with a wealth of de- 
tailed information, the results of numerous studies with which he is 
evidently most familiar. The inherent danger of such a study’s being 
overburdened with rather academic treatment of detail is partly 
avoided by the practical, down-to-earth interpretation with which 
Dr. Jasny handles the material. He is familiar with the problems and 
attitudes of the farmer who works not merely a grain field but a whole 
farm as a unit. 

However important this treatment of details, it is yet more impor- 
tant that the reader not lose sight of their relationships to the general 
tendencies toward equilibrium. One would expect these to be the life- 
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line of the book, and I find its principal weakness a failure to keep this 
line clear. Mostly this is due to an inadequate presentation of certain 
theoretical tools which belong to the problem. The theory of substitu- 
tion of goods is fundamental to the demand side; Dr. Jasny fails to 
make use of a clear statement of this theory now available in the works 
of Hicks and Allen. On the supply side the principle of comparative 
advantage forms a central core for statements of relative costs; no 
mention of this general principle is found. And in some measure I feel 
it due to the inclusion in the study of a large section not germane to 
the general thesis. Part II (“Yield Relationships”) should have been 
handled, it seems to me, by including parts of chapter ix (‘‘Relative 
Yielding Capacity’’) in Part III (“Cost Relationships’’). Most of the 
remaining chapters in Part II belong more properly in a technical 
appendix. Such treatment would allow a more direct route between 
the two adjoining sections on demand and supply aspects. It would 
also take out of the body of the book its most cumbrous and least 
readable portion. 

Looked at less as an integrated study of competition among grains 
than as an orderly presentation and analysis of all factors affecting 
grains, Dr. Jasny’s study is a most important contribution to the litera- 
ture in this field. It is indeed probable that workers on any aspect of 
the grains in general, the important five—wheat, rye, oats, barley, and 
corn—in particular, will come to accept it as an encyclopedia of in- 
formation on work done, its evaluation and interrelation. Any person 
working with agricultural statistics can learn much from a careful 
study of Jasny’s method of handling the material in his chapters on 
costs. Aware of the dangers of unit cost comparisons and of the im- 
portance of a cost approach which takes the entire farm unit into con- 
sideration, he nevertheless makes skilful use of available studies to 
present significant comparisons. (There is also a long technical appen- 
dix on computation of costs.) And, finally, any student of the agri- 
cultural problem will be rewarded for a careful reading of this new 
book by Dr. Jasny’s occasional by-the-way observations. Among these 
(though a note suggesting that it “drew the most criticism from the 
Food Research Institute” probably takes it out of the “by-the-way” 
category) I place his remarks on pages 435-37, under the heading 
“Quality of the Land.” There is indeed fertile realm for thought and 
discussion on the matter of the imperfect competition introduced into 
agriculture by the family-land relationship. Today the broad prob- 
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lems of agricultural policy revolve in large part around the mainte- 
nance or destruction of these imperfectly competitive elements. 


WILFRED MALENBAUM 
Harvard University 


Hunger and History: The Influence of Hunger on Human History. By 
E. PARMALEE PRENTICE. New York: Harper & Bros., 1939. 
Pp. xvii+269. $3.00. 

The alternative title of this book might be “Hunger and Abundance 
in History.” The facts presented concerning the use of cereals, meat, 
milk, and poultry would alone justify the book. The chapter on “The 
History of the Milk Industry” should be noted by all historians. The 
author makes it clear that, during the general run of history up to the 
eighteenth century, there was scarcity rather than abundance. This 
seems to have been due to routine and group efforts and to a lack of 
administrative ability in agriculture. At the same time, the author 
makes it clear that there was an early improvement in agriculture in 
southern Spain, in the Po Valley, in the Low Countries, and finally in 
the England of the eighteenth century. It was in England at the time 
of the agricultural revolution that gentleman farmers assumed leader- 
ship on a large scale and revolutionized crops, livestock, cultivation, 
and machinery. 

The author has himself played a notable part in agricultural ad- 
vance in America, particularly in improving the yield of dairy cows 
and of poultry. His methods have been the object of study by special- 
ists the world over. We hesitate whether to proclaim him the Town- 
shend or the Bakewell of American agricultural progress. 

This book sets forth some theories of great interest and challenge 
to all economic historians interested in the ancient, medieval, and 
modern periods. In early times the lack of machinery and efficiency 
in using the labor of men and animals caused want and a minimum of 
freedom. As initiative and leadership entered the modern world, abun- 
dance and freedom came upon the scene to transform men into happy 
and powerful citizens of society. Strong in body, steady in nerve, they 
would reflect, experiment, and invent. All this was closely paralleled 
by the abolition of community agriculture and the substitution of 
individual farming. 

Besides facts and theories or demonstrated generalizations there are 
opinions which are given by the author for what they are worth. The 
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chief opinion concerns the present as it slips over into the future. The 
author expects that the abundance of our day will lead to the loss of 
individual energy and initiative and finally to hunger and the death 
of freedom. The wheel threatens to turn full circle and bring us back 
to stagnation. The author sees plenty as an exception in human his- 
tory. Hesees it in the growth of nomadic economy, in the early settling 
of the peoples, and now in the last century and a half. All in all, 
there is a note of pessimism and defeat, though the fate feared is not 
inevitable, just probable, if I rightly understand the author. 

Not a few would maintain that you cannot deal with hunger and 
tyranny, abundance and freedom, without paying a good deal of at- 
tention to towns which equalized supply and did battle for freedom. 
We miss an explanation of the rise of the initiative and energy that 
created plenty and freedom, unless we are to understand that these 
developed reciprocally with abundance and freedom, which is indeed 
logical. And many a reader will say, well, why stress abundance when 
so many persons cannot share it and why urge freedom when so many 
peoples are losing it? I suppose the answer is “‘that is just the point, 
we are already over the brink.” 

The fourth part of this book is bibliographical. The author has 
used a remarkable array of sources, early and modern, some of the 
more obscure books being specially described at the end. His approach 
is indeed bibliographical rather than documentary. This means that 
much evidence is not cited, and yet, indirectly, this evidence is in- 
cluded in so far as it has been weighed by the authors used. 

This book is informative and provocative. The busy superficial stu- 
dent can read it hurriedly and pass on to his next task. The careful 
student, for whom history is a segment of life, will take the book up 
again and again to ponder and reflect. 

N. S. B. Gras 
Harvard University 


Savings in Great Britain, 1922-1935: An Analysis of the Causes of 
Variations in Savings. By E. A. Rapice. New York: Oxford Uni- 
versity Press; London: Humphrey Milford, 1939. Pp. 146. $3.25. 
The problems which Dr. Radice attacks in this book are of great 

significance to the post-war economy of Great Britain. He attempts 

to establish the relationship between income levels, interest rates, and 
savings, and he draws conclusions with respect to the influence of 
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changes in the first two variables on the volume of capital accumula- 
tion through various channels, such as individual “institutional” sav- 
ings, business savings, and savings by the state and local authorities. 

Before surveying the results of this investigation, a few words may 
be said about the methods and materials used. On the score of method- 
ology this book can be rated as a valuable piece of thorough economet- 
ric research. The author reviews the modern contributions to the eco- 
nomic theory of saving and investment. He discusses the statistical 
methods so far available for the correlation analysis of these night- 
mares of economic statisticians, multiply-interrelated time series. 
Hypotheses are formulated and submitted to empirical tests. With 
this step, however, Dr. Radice approaches his most serious obstacle, 
namely, the lack of information about the variables involved in his 
problem. He does not miss any attempt to extract information from 
the behavior of time series of aggregate incomes, prices, interest rates, 
and different types of savings; yet at the end he cannot but recom- 
mend extreme caution in accepting the results. Realizing the imper- 
fections of his material, Dr. Radice has simplified his regression equa- 
tions to the linear type—arithmetic and logarithmic in turn. He has 
tried to secure the significance of their coefficients by using R. A. 
Fisher’s stochastical tests, R. Frisch’s confluence analysis, and a num- 
ber of other checks such as correlation of successive residuals in order 
to estimate the degree of their randomness. Charts presented at the 
end of the book illustrate the fit of some of his equations, which, inci- 
dentally, does not appear as too successful. The unfortunate absence 
of data on the savings of English families at different income levels 
presents a serious limitation to the author’s analysis of the income- 
savings relationship. 

It is surprising to learn from Dr. Radice’s book that relatively 
well-to-do individuals tended to save smaller proportions of an addi- 
tional pound of income than did poorer people, so that an equalization 
of individual incomes might increase aggregate savings rather than 
diminish them. The evidence for this finding is, however, not com- 
plete. Individual savings in form of net purchases of securities, pri- 
vate homes and durable consumer goods, investments in own business, 
increases of checking accounts, are not taken into consideration. Dr. 
Radice’s way of splitting up the yearly amounts of certain types of 
savings in constant proportions between receivers of incomes under and 
above £250 per year appears unsatisfactory in the light of his own 
discussion. The shifting of savings of “rich” (over £250) people into 
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investment institutions regarded as typical for the “poor” (under 
£250) classes militates against this procedure. There is ample room 
for suspicion that some of the rich man’s savings have been omitted, 
some classified as the poor man’s savings. Dr. Radice remarks, how- 
ever, that considerable savings of well-to-do people take the form of 
business savings. Adding business savings to the individual savings 
of the rich, he arrives at the traditionally assumed ranking order of 
the marginal savings percentages of poor and rich. 

While income elasticities of savings generally proved positive, in- 
terest elasticities were predominantly negative. Dr. Radice sees in 
this negative partial correlation a mixture of two effects: (a) an in- 
direct (positive) effect due to increasing contributions of the rich to 
“institutional” savings, the savings share of the rich appearing nega- 
tively correlated with the rate of interest, (6) a direct (negative) 
effect of changes in the interest rate on savings. Therefore, he does 
not believe that he has conclusive evidence for the ““Marshall effect.” 

An attempt is made to establish the net-investment and the Key- 
nesian multiplier. The latter is found to have varied between 2.5 and 
3-5 during the period from 1929 to 1936. Dr. Radice takes care to 
underline the purely descriptive character of this coefficient and to 
point to the limitations of its use in the shaping of public investment 
policy. 

In his conclusions, Dr. Radice points out that his findings seem to 
be in better agreement with an oversaving-—or underinvestment— 
explanation of cyclical crises than with the undersaving theory of 
Hayek and Haberler. A policy aiming toward recovery should empha- 
size public investment and not follow the practice of “sound finance 
in depression and profligate expenditure during prosperity” (p. 83) pre- 
vailing in post-war England. Dr. Radice discounts the effectiveness 
of high taxes on profits as a recovery measure, since they may lead to 
a decline of private productive investment along with the curtailment 
of savings. Subventions to the unemployed and to the ‘‘very poorest 
wage-earners,”’ and social security, are considered as helpful in raising 
consumptive power and in diminishing the high savings propensity of 
the “upper wage-earning classes.” Taxes on semiluxuries, rather than 
on luxuries, are expected to be particularly effective in reducing sav- 
ings. But the value of this recommendation is largely dependent on 
the validity of Dr. Radice’s findings on the saving propensities of 
different income groups. 
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A postscriptum reminds the reader that war preparations have 
offered a “‘solution” to the under-investment problem in England. 


Horst MENDERSHAUSEN 
Colorado College 


Consumer Credit and Economic Stability. By Rotr NuGENT. New 

York: Russell Sage Foundation, 1939. Pp. 420. $3.00. 

This book combines a statistical, historical, and institutional study 
of “consumer credit” with a lively and stimulating analysis of its 
relation to business fluctuations. 

As a statistical handbook, Mr. Nugent’s study promises to make 
itself indispensable to students of American private finance. ‘“Con- 
sumer credit” is defined (p. 29) as “credit granted to families and to 
individuals for use in their capacity as consumers”’ ; for statistical pur- 
poses (see pp. 112-17) it is taken to be the sum of the receivables from 
consumers of retail merchants, service creditors (chiefly doctors and 
dentists), holders of instalment paper, and cash-lending agencies. This 
concept of consumer credit may be attacked as too narrow; but all the 
items included have long cried in vain for accurate measurement, and 
Mr. Nugent’s apparent success is a great service to economics. 

Within its framework, Mr. Nugent’s statistical study leaves two 
important gaps which it is to be hoped he will shortly find occasion 
to close: (1) No explanation is given of the details of the procedure 
of “allocating fixed or varying proportions of the receivables of each 
type of creditor’ which leads to the estimates of ‘“Consumers’ Capital 
Financing, Income-Period Financing, and Consumers’ Deficit Financ- 
ing” presented in Table 11 (p. 124). (2) No estimate is given of the 
extent to which commercial banks finance receivables of consumer- 
credit agencies. Since many of Mr. Nugent’s arguments turn on his 
contention that changes in consumer credit affect the quantity of cir- 
culating medium, this is logically very important. A third apparent 
gap—the lack of monthly figures in support of the text of chapters iv, 
viii, and ix—is remedied by various publications of the National Bureau 
of Economic Research in which Mr. Nugent has had a hand. 

From the standpoint of his basic problems, Mr. Nugent’s concept 
of consumer credit should clearly have been broadened. He is inter- 
ested in the debts of households as they affect household budgets. The 
exclusion of business debts of family-owned firms is perhaps logically 
necessary. But to separate out from ‘‘consumer” activity accrued 
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taxes (p. 39), rents on houses (p. 40), debts on owner-occupied homes 
(pp. 36-40), security holdings and associated borrowings, and house- 
hold ownership of cash and receivables is very artificial. The reviewer 
suggests that consumer credit should be taken to mean “household 
debt position”—allowing both for cash and receivables owned and for 
all short-term and long-term debts owed (with possible exclusion of 
identifiable ‘“business”’ debts and receivables). 

The business-cycle analysis which makes up the middle part of the 
book is very puzzling; and on some points, in the reviewer’s judgment, 
it is somewhat misleading. But Mr. Nugent’s very careful analysis of 
the timing of consumer-credit fluctuations in relation to business ac- 
tivity offers many promising suggestions for the interpretation of post- 
war history. His contention that consumer credit—through the grow- 
ing relative importance of “consumers’ capital financing” as compared 
with “consumers’ deficit financing”—has become more and more a 
destabilizing factor in business fluctuations is plainly correct and im- 
portant.‘ His theoretical analysis and policy suggestions, while far 
from conclusive, deserve respectful examination. 

Mr. Nugent’s starting-point in his analysis of fluctuations is a 
mildly Keynesian position (pp. 170-82) which may be summed up by 
saying that the problem of maintaining a high level of national income 
consists in finding ways to absorb the flow of savings into the financing 
of capital outlays (or of deficits) of either households, business firms, 
or governments. An expansion of consumer credit, plainly, absorbs 
savings; a contraction releases more funds to be absorbed elsewhere, 

So far the argument is readily acceptable; and many of Mr. Nugent’s 
interpretations of business history and of his policy contentions need 
nothing more. But Mr. Nugent proceeds to argue (1) “that compensa- 
tory influences in other sectors of the economy induced by expansions 
and contractions of consumer credit are relatively unimportant” so 
that we can “treat the movement of consumer credit balances as an 
independent income-increasing or income-decreasing force” (p. 186); 
(2) that “consumer credit fluctuations can be accepted as the measure 
of stimulating outlays and depressing withdrawals originating within 
the household” (p. 197). In the course of the argument he ventures 
the dictum that “the significance of consumer credit for cyclical move- 
ments lies in the magnitude of its fluctuations and not in the magnitude 

* Cf. the discussion of the same point in J. E. Meade, Consumers’ Credits and 
Unemployment (London, 1938) and in W. H. Lough, High-Level Consumption (New 
York, 1935). 
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of its outstanding amount at any given time.”” Now it happens that 
the dictum expresses an error; this error overthrows the first conten- 
tion; and the fall of the first contention (with some supplementary con- 
siderations) overthrows the second contention. 

To begin with the dictum, it is plain that many buyers of con- 
sumers’ durable goods would not invest if there were not consumer- 
credit facilities; by the same token, in the absence of such facilities 
they would spend on nondurables the funds now used to pay off their 
debts after the goods are bought. The existence of a mass of con- 
sumer credit thus implies a flow of consumer saving and a roughly 
equal flow of consumer investment in durable and semidurable goods; 
and the size of the flows tends to be roughly proportionate to the 
volume of outstanding credit. This investment flow, when consumer 
credit is constant, just balances the flow of savings sucked from the 
consumer by his consumer-credit obligations, and accordingly does 
not absorb any part of the savings which would otherwise be made. 
On the other hand, this investment flow does use up investment oppor- 
tunities which would otherwise absorb savings. For example, the 
building-up of our stock of automobiles destroys investment oppor- 
tunities in street railways and (if one considers the alternatives to 
spending money on automobile operation) probably in housing. 
Owner-occupied housing (financed by long-term instalment arrange- 
ments stimulating saving) displaces rental housing. The existence of 
consumer credit, stimulating saving and creating less than equivalent 
net additions to investment opportunity, must accentuate the prob- 
lem (if it exists) of finding placement for savings. Therefore, the level 
of consumer credit is a factor in cyclical analysis along Keynesian lines. 

Returning now to Mr. Nugent’s first contention, expansions and 
contractions of consumer credit will affect the rate of saving relative 
to the rate of investment. This influence, furthermore, will be counter- 
cyclical: the absorption of investment opportunity by consumer in- 
vestments induced by the existence of credit must be most intense at 
the cyclical peak, least intense in the trough. 

This conclusion damages Mr. Nugent’s second contention; for both 
the bullish effect of an expansion of consumer credit and the bearish 
effect of a contraction will be partly offset by changes in residual in- 
vestment opportunities. Still more important, other changes in con- 
sumer-debt positions may have more weight than consumer-credit 
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changes. If consumers spend more than they take in by depleting their 
cash balances, they will have a favorable effect on apparent invest- 
ment opportunities without increasing their savings. If consumers di- 
vert funds to repayment of debts not called “consumer credit” (for 
example, loans on stock-exchange collateral), they add to the flow of 
funds needing to be absorbed in investment. Quantitatively, moreover, 
changes of this sort tend to overshadow consumer-credit fluctuations. 
Mr. Nugent finds, e.g., that over the calendar years 1930-33 the drop 
in consumer credit was $3.4 billion. But during the same four years, 
according to an estimate by the reviewer,? currency and deposits in 
commercial banks held by individuals and unincorporated firms fell 
by $8.7 billion. (Correction for the effects of bank failures might pare 
the excess of individual disbursements over receipts down to $6 bil- 
lion—scarcely further.) On the other hand, the sum of “brokers’ 
loans” and “loans to others on security” at Federal Reserve member 
banks dropped during 1930-33 from $10.1 to $4.6 billion.’ Allowing 
for bank failures, this represented repayment of $4 to $5 billion; and 
most of these were individual debts. Aside from consumer-credit and 
security loans, several billion of other individual short-term debts were 
probably paid off during this period. Thus consumer credit as Mr. 
Nugent defines it is far from being the sole or even the chief channel 
by which consumer actions affect the flows of money.’ Mr. Nugent’s 
claims for the strategic role of consumer credit could be fully justified 
only if he adopted the broader concept recommended above—perhaps 
not even then. But the partial sense in which they are true remains 


important. 
ALBERT GAILORD Hart 


Towa State College 


*A. G. Hart, Debits and Recovery (New York, 1938), p. 323. 

3 Federal Reserve Annual Report, 1937, p. 116. 

* See Hart, op. cit., pp. 321-22. 

5 Alternatively, we may consider consumer acts likely to alter the supply of 
currency and bank deposits held by nonconsumers. Changes in consumer credit are 
likely to do so, since they are largely financed by bank-loan changes. But on the 
upswing of the cycle part of their growth is regularly taken up by security flotations. 
On the other hand, security loans at banks and brokerage offices are purely bank 
financed; and consumer dishoarding obviously puts money in other people’s 
pockets. Qualitatively as well as quantitatively, consumer credit must take third 
rank. 
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A History of Investment Trusts in Dundee, 1873-1938. By J. C. Gu- 
BERT. London: P. S. King & Son, Ltd., 1939. Pp. vii+144. 6s. 


This little book contains some interesting historical sidelights on the 
course of Scottish foreign investment. Dealing in the main with de- 
velopments in one city, it nevertheless illuminates that chapter in 
British finance which has to do with the flow of funds to the United 
States in meeting capital needs of American agriculture, government, 
and industry from reconstruction days to the turn of the century. Mr. 
Gilbert’s book is worth perusal by the general reader, though much 
detailed material here presented in the life-story of several Dundee 
companies is of concern only to specialists. 

These Scottish investment trusts were among the pioneers. Robert 
Fleming, who springs from Dundee and whose start there led to un- 
rivaled leadership over several decades, became something of a tradi- 
tion in his uncanny knowledge of American railway securities. Starting 
as true trusts, though later adopting the corporate form, Mr. Fleming’s 
Scottish-American group ferreted out values chiefly in overseas railroad 
and other bonds, emphasized reserves from the beginning, publicized 
very little, and by and large was conducted in accordance with prin- 
ciples of trusteeship despite the wider range of investment opened up 
by diversification and supervision. From the start the great divergence 
between domestic and American interest rates was perhaps the central 
fact accounting for success of these early ventures. The history of 
other groups differs in detail only—some having started as mortgage 
companies. 

From this it may be surmised that the course of British investment 
trust finance up to recent years has more points of contrast than of 
similarity with American funds and companies, which mostly postdate 
the world war of 1914-18. The investment trust companies with 
which Mr. Gilbert deals placed their funds in mortgages and bonds— 
mostly the latter as the years went by—and only in small part in 
preferred or common stocks. They conserved realized profits to ab- 
sorb losses and enhance earning power. They were concerned only 
incidentally with prospective gains from rise in market values and 
immediately and continuously with spread in interest income between 
securities owned and rates of interest and dividend paid to their 
creditors and shareholders. They placed their capital issues quietly at 
very little, if any, cost and kept total expenses down to 4 per cent or so 
on capital employed. 

As these principles which are basic in the success of the British com- 
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panies have been all but ignored among us, it would have been helpful 
for American readers if the author had better explained the nature of 
British investment trust companies’ “contingent funds,” which are 
deductions from cost values of securities owned, built up mainly from 
conserved realized profits. It is the existence of these hidden reserves, 
plus the liberal interest and dividend return on portfolio, which has 
enabled the Scottish companies to raise money through issuance of 
senior securities (we call it “leverage,” they call it “‘gearing’’) without 
seriously jeopardizing the equity behind their “ordinary”’ shares. 

Such “‘gearing,’’ though more pronounced among British companies 
than among American—and steeper with the Scottish than with the 
English investment trusts—is nevertheless held within such limits that 
all expenses, interest, and dividend payments can be met from inter- 
est and dividend income alone. It is in these ways that we may explain 
the remarkable stability in earnings and dividends which appears in 
the table on page 133 and elsewhere in Mr. Gilbert’s book. 

However, it must not be gathered from the above that investment 
trust policies are wholly inflexible in Great Britain. As Mr. Gilbert 
points out in his analyses of investment trends, there has been since 
1919 “a decline in the percentage of total funds invested in the United 
States, a decline in the percentage of bonds held, and increases in the 


percentages of preference and ordinary stocks held” (pp. 120-21). 
Growth of equity holdings has partly reflected, of course, the pressure 
of declining interest rates. Perhaps American and British companies 
will have more in common in their investment programs of coming 
years, the latter pushing upward their common stock ownership, and 
the former finding new opportunities in preferreds and second-grade 
bonds. This rests largely upon the duration and outcome of the war. 


LELAND REx ROBINSON 
New York City 


The Variate Difference Method. By GERHARD TINTNER. (“Cowles 
Commission for Research in Economics Monographs,” No. 5.) 
Bloomington: Principia Press, Inc., 1940. Pp. xiii+-175. $2.50. 
Resort to analysis of ‘variate differences” has long been known as a 

means of avoiding spurious indications of relationship in the secular 

trend of ordered series. The explicit utilization of data differences of 
time series for this purpose goes back several decades to Hooker and 

Cave (1904). The essence of the procedure is found still earlier in the 
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classic paper of Poynting (1884).' The implications of analysis by this 
device are exhibited quite fully in the “Note” by “Student” and the 
paper by Anderson of 1914 (Biometrika, Vol. X); and particularly in 
some applications to economic and mortality data by Pearson, Cave, 
and Elderton, 1915, 1923 (Biometrika, Vols. X, XIV). 

In this book the author gives an extensive survey of the discussion 
of the variate difference procedure in the literature of recent years. 
His approach is largely from the “stochastic” viewpoint developed 
by Oscar Anderson in sundry papers during the last twenty-five years. 
In an effort at practical economic application (p. 1), numerical ex- 
amples are worked out in rather excessive detail for three price series: 
“‘variances” for the series of differences and their powers being com- 
puted to the extreme ranges of tenth order, eighth degree. Throughout, 
the author surveys with painstaking diligence the copious references 
bearing directly, sometimes remotely, on the topic and the cognate 
fields into which the analysis reaches. The Cowles Commission and 
Iowa State College have rendered a useful service in making possible 
this comprehensive compilation of direct and collateral discussion of 
the subject. A substantial basis is thus provided for definitive judg- 
ment of the value of this statistical device in the practical analysis of 
economic time series. 

The author notes ‘1at “most [many?] statistical methods fail to 
make sense if interprsced from the point of view of the economist” (p. 
1). However, he bases his discussion mainly on the thesis that “.. . . 
any statistical comparison of time series or their components... . 
must be based on the theory of probability on which all statistical 
methods necessarily rest [with reference to] the random element in- 
volved ....” (p. 6). There is considerable mention of tests and levels 
of “significance.” The economic significance, not to say relevance, of 
these is by no means obvious. Indeed, one may repeat the remark of 
W. F. Sheppard, in reviewing a notable treatise,? “Those who are at- 
tempting to lift the theory of frequency out of the morass of the theory 
of probability .... will not find much encouragement in this book 

...” (Journal of the Institute of Actuaries, LV [1924], 203). 

The ‘‘method” was first used essentially as an incidental step in the 


* Less explicit prior suggestions for such use of data differences in economics have 
been traced by Kuznets to writers in the 1840’s—cf. his ““Wesen und Bedeutung des 
Trends,” Frank. Gesell. f. Konjunkturforschung, Heft 7 (1930), 39- 


?E. T. Whittaker and G. Robinson, The Calculus of Observations (London, 
1924). 
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examination of several series for possible significant correlation. 
Those were the days when hopes ran high of untangling the maze of 
social-economic phenomena by the Pearsonian r. In the work of 
“Student” and Pearson conflicting results were discovered when cor- 
relating first the variates and then their differences of successive order. 
This led to a quest for the conditions of stability in r for variate differ- 
ences of sufficiently high order. Anderson extended this attempt to 
determine algebraically the conditions for stability in the “mean 
square” of the differences themselves. The author adumbrates useful 
detail on these primary efforts. He also adds some ultra-modern 
trimmings in suggesting tests of significance of the stability measures 
of the variances in special cases. 

One need not raise the question of the relevance of these tests, so 
much in current vogue, with respect to economic data—especially 
when the data interrelations are in question. The end result is an indi- 
cation—often vague—of the order of a least square moving arc that is 
to be used to graduate the original data. But this can be effectually 
accomplished, ab initio, without the prohibitive labor suggested in the 
book—by modern extensions of Sheppard’s procedure.’ 

In any case the author passes much too lightly over the serious 
ambiguities in variate difference correlations. The grossly misleading 
results for economic series differences on which Warren Persons was 
among the first to stumble (1917) are still only vaguely understood. 
Pearson and Elderton note clearly the conflicting indications of the 
method in certain mortality data (Biometrika, XIV [1923], 309)—con- 
flicts that are still unresolved. A. Wald s‘milarly notes misleading 
results by the difference procedure in recent studies on seasonal analysis 
(1935). At best the variate difference process is but a beginning in a 
realistic economic analysis in which time series must be viewed not 
as isolated entities but as interrelated parts of a functioning nexus. 
It must be recognized that even the technical-mathematical impli- 
cations in the sundry phases of the method have so far been only 
dimly surmised. A great scientist of a former generation, Ludwig 
Boltzman, headed the title-page of his Einfiihrung in Maxwell electro- 
magnetic theory with a quotation from Faust, which the author might 
well have used for the theme phrase of this book—‘‘Soll ich denn mit 
sauerem Schweiss euch lehren was ich selbst nicht weiss.” 

Max SASULY 
Social Security Board 


3 Sasuly, Trend Analysis of Statistics (1934), pp. 181-85. 
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The Present Status of Renewal Theory. By GABRIEL A. D. PREINREICH. 
Baltimore: Waverly Press, Inc., 1940. Pp. 27. 


This pamphlet is concerned with a special part of the theory of 
renewals of industrial equipment which resembles the theory of growth 
of biological populations. It does not mention the economic problems 
involved in deciding whether a particular piece of property has or has 
not reached the limit of its useful life. It is supposed rather that there 
is a known distribution y(a)da of ages a at retirement and that each 
article is replaced immediately upon retirement. The number of re- 
placements (equal to the number of retirements) at time ¢ is then given 
by 


Bit) = f "B(t — a)g(a)da, 


where m is the maximum age at retirement, provided ¢ > nm. This and 
related integral equations have been treated in connection with popu- 
lation problems by A. J. Lotka and others, and Lotka has extended 
the discussion to industrial equipment in an article in the Annals of 
Mathematical Statistics for March, 1939. This paper of Lotka’s must 
be read in order to understand Preinreich’s publication, which is largely 
devoted to pugnacious criticisms of Lotka. The chief criticism is of the 
application of the Hertz-Herglotz series solution of the foregoing 
integral equation, which, according to the author, requires an utterly 
impracticable amount of computational labor in some cases and fails 
to reveal some of the properties of the solution. But the reader of 
Lotka’s work may observe that some of his methods of treatment dis- 
play properties of the solution not brought out by Preinreich’s compu- 
tational scheme. The present treatment also contains some minor 
technical flaws, such as the use—not fully explained even on page 26— 
of integrals with only one limit. 

The feature of greatest interest in the solution is the similarity to 
damped oscillations in the curve of replacements. A railroad company, 
for example, starting with new track and equipment may expect to 
make very few replacements in the first few years, then for a time an 
abnormally large number, then fewer than a long-range normal num- 
ber, and so on, with waves of diminishing amplitude. In order to study 
these oscillations more closely it is necessary to know the survival 
function g(a). The engineering studies of E. B. Kurtz throw some 
light on the form of this function for certain classes of property. 
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Ultimately, however, it must depend on economic as well as on physical 


considerations. 
Haroitp HOTELLING 


Columbia University 


Financing Economic Security in the United States. By WILLIAM 
Wirners. New York: Columbia University Press, 1939. Pp. x+ 
210. $2.75. 

In plan this is a book which economists specializing in the fields of 
public finance, relief, and social insurance might look forward to writing 
after twenty years of study and then, with more mature understanding 
of the complexities of the subject, put off another ten years to simmer 
on the back of the stove. But, avoiding the timidity which comes from 
too much immersion in the cold waters of administrative experience, 
the author has given us answers to many perplexing problems. Not 
only are recommendations presented on the best methods of financing 
relief expenditures but on the type and plan of administration of re- 
lief, the proper scheme of financing social insurance, and the steps to 
be taken in the revision of both the unemployment and the old age 
insurance programs. 

Following a review of American relief and security programs, inter- 
esting statistics are presented as to the sources and distribution of re- 
lief funds. In this the author treads on surer ground, but not without 
interpretations of policy which are somewhat startling. In a chapter 
on the country’s capacity to pay for relief and social security, the 
position is taken that greatly increased sums would have been avail- 
able for relief, without serious repercussions, if the tax structure of the 
country approximated an ideal program. The demonstration, unfor- 
tunately, has too much the quality of a statistical experiment to be 
convincing. Political prejudices, business psychology, or even the ac- 
tual requirements in relief administration are not permitted to inter- 
fere with an interesting intellectual exercise. 

A discussion of the economic effects of the financing of relief and 
social security programs introduces, among many other questions, the 
now familiar controversies concerning the effects of spending on re- 
covery, of contributory social insurance on wages and saving, and of 
reserve funds on fiscal policy. The author lays relief and social insur- 
ance on the altar of recovery and supports the sacrifice with an almost 
unquestioning faith in bountiful progressive taxes. “If spending pro- 
motes recovery, relief expenditures will stimulate the economic system 
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and may even lead to ‘permanent’ recovery provided some means of 
stimulating private investment through these expenditures can be dis- 
covered.” One feels, after careful study of such passages, like a tired 
traveler lost on a blind trail. 

Although the book was published in December, 1939, the treatment 
of the changes in social security legislation completed in August of 
that year is inadequate and confused. The problems in revising the 
basis of federal grants for old age assistance are much oversimplified. 
In a few casual sentences further complex changes in social insurance 
legislation are recommended, apparently without the benefit of the 
hearings on proposed revisions before the House Ways and Means 
Committee or the Senate Committee on Finance in 1939. Perhaps such 
hearings and the accumulating official literature on relief and social 
insurance are unnecessarily verbose. They do, however, serve to indi- 
cate the many variables which any writer in this field must consider 
before sound conclusions are probable. 

J. Douctas Brown 
Princeton University 


Workmen’s Compensation Insurance: Including Employers’ Liability 
Insurance. By CLARENCE W. Hopss. 2d ed. New York: McGraw- 


Hill Book Co., Inc., 1939. Pp. xviii+707. $5.00. 

Originally intended as a revision of a book bearing the same title 
by G. F. Michelbacher and Thomas M. Nial (1925), this comprehen- 
sive description of industrial injury coverage is, for all practical pur- 
poses, a new book. The author, while skilfully retaining some of the 
many desirable features of the earlier work, proceeds, with each suc- 
cessive chapter, to apply his own method of treatment. A description 
of the industrial injury problem is followed by an unusually clear dis- 
cussion of the historical development of workmen’s compensation in- 
surance and a well-formulated summary of coverage and administra- 
tive procedure in the various states. Thereafter in logical order appear 
discussions of the various types of insurance carriers, their organiza- 
tion, the policy contract, reinsurance, the annual statement, the regu- 
lation and making of rates and their application. Well-chosen ap- 
pendixes and an accurate index round out the volume. 

Viewed as a whole, the book is essentially one of description rather 
than of appraisal. Workmen’s compensation coverage is regarded more 
as “‘business” than as “social” insurance, a conclusion which becomes 
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increasingly evident as one examines the nature of quoted references 
and the identity of the persons quoted. The citation of numerous 
court decisions gives the treatment something of a legal flavor. 

The only significant aspect of this excellent work which probably 
merits criticism is the discussion of state funds, where the descriptive 
role is largely deserted in favor of appraisal. The author states: “It 
is extremely difficult to discuss them [state funds] impartially ’’(p. 339) 
and, in the opinion of the reviewer, proceeds to demonstrate this diffi- 
culty. Mr. Hobbs accurately indicates some of the principal short- 
comings of state funds, particularly the noncompetitive type, but then, 
much after the manner of certain extreme partisans of state funds, 
drifts into unsupported and unqualified generalities. Further, when he 
quotes from an Ohio investigating committee (p. 341), without noting 
that the committee was specifically appointed to look into certain 
defects of the fund and not at all to extol its values, he hardly gives 
a complete picture of the situation. 

In spite of the above reservation, and to some it probably will not 
be such, the book deserves high praise for its clarity of expression, its 
comprehensiveness of treatment, and its orderliness of arrangement. 
It should be in the library of everyone interested in workmen’s com- 
pensation. 

Epison L. Bowers 
Ohio State University 


Incomes, Means Tests and Personal Responsibility. By P. Forp. Lon- 

don: P. S. King & Son, Ltd., 1939. Pp. ix+86. 5s. 

The means test is a traditional element in public programs of relief. 
It has been asserted repeatedly that the means test will be abolished, 
but it remains a hardy perennial in public welfare programs and is 
found today in many forms of public aid in spite of the development 
of social security programs which, in popular parlance, provide as- 
sistance as a right. In the many measures by which the English Poor 
Law has been modified during the past quarter of a century the means 
test appears in a number of varieties. Professor Ford lists nineteen 
public services in which the means test is used, and among them there 
are significant differences in the unit of assessment, the means limit 
imposed, and the contributions which may be required of the several 
members of the household. 
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In the study under review Professor Ford has set himself the prob- 
lem of preparing a statistical statement of the character and extent 
of the responsibility of the various members of the household for the 
support of the family group under the means test applied by the un- 
employment assistance board and comparing these data with the re- 
sponsibility voluntarily accepted by so-called normal families for needy 
relatives. To do this he has undertaken the laborious task of analyzing 
almost eight thousand cases in selected towns and cities. His findings 
are interesting. They show a considerable increase in the degree of 
family assistance rendered in 1924 as compared with 1914. Further- 
more, they leave no doubt that the legal liability for support extends 
considerably beyond the limits set by family affection, custom, and 
generosity. Among normal families (those not in receipt of public aid) 
in from 5 to 15 per cent of the households the chief provider was aided 
in some degree by others, but among the unemployed households 
between 40 and 58 per cent of the heads of families were aided by 
members of their households. For the most part the aid came from 
members of the natural family. In about 2 or 3 per cent of the normal 
households the heads were aided by persons outside the natural family 
and, except in one town, in less than 1 per cent of the families was the 
burden thrust entirely upon relatives and others who are not liable 
under the poor law. Among unemployed families the proportion of 
heads aided by those outside the natural family was between 13 and 16 
per cent in eight of the eleven unemployed groups studied. 

In a brief chapter of conclusions, Professor Ford indicates certain 
lines of policy suggested by the study. The social services, he assumes, 
will be continued and expanded. For differing reasons all political 
parties share the desire to raise minimum standards of living. Also 
all parties are aware, in varying degrees, of the nature of the major 
problems involved in such a program. These problems raise the famil- 
iar issues of assistance policies: the dilemma of adequate aid inherent 
in the fact of low incomes; the determined resistance to an extension 
of public regulation in the distribution of labor implicit in the demand 
for maintenance as a right; the fear of undermining individual and 
family responsibility by a program of social security; and the danger 
hanging over the whole of intensifying rigidities in the economic sys- 
tem. Post-war experience in the administration of the social services 
indicates solutions of some of these problems; others remain unsolved 
from both the administrative and the political angle. It is interesting to 
the American reader to note that Professor Ford intimates the possi- 
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bility of varying unemployment benefits according to wage classes as 
a method of providing real protection to workers in the higher-income 
brackets, and the introduction of family allowances as a solution 
for the confusion created by the multiplicity of means tests. His 
specific recommendations for immediate action, however, are modest 
and are confined to a revision of the definition of family responsibility 
for the support of relatives which is in line with current ethics, and the 
establishment of a reasonable assistance policy among the various 
services which will remove the more glaring errors and inequalities 
created by piecemeal and haphazard reforms. The ultimate goal, how- 
ever, he reminds us, can be nothing short of the “formulation of a social 


code covering the whole of the services.” 
HELEN FIsHER HOHMAN 
Northwestern University 


Old-Age Security: Social and Financial Trends. By MARGARET GRANT. 
(A Report Prepared for the Committee on Social Security.) Wash- 
ington: Committee on Social Security, Social Science Research 
Council, 1939. Pp. xiii+261. $2.50. 

Since the passage of the Social Security Act in 1935, there has been 
so much discussion and criticism of its financial structure that it 
seemed to the Committee on Social Security desirable to have a study 
made of the financing of the similar schemes in other representative 
countries. This report covers such a study. The old age (and invalid- 
ity) pension plans of seven countries were studied, four of which— 
Denmark, New Zealand, Australia, and Great Britain—were “non- 
contributory,”” and three—Sweden, Germany, and Czechoslovakia— 
were contributory. In Great Britain, moreover, the original “non- 
contributory” plan for pensions at seventy has been supplemented 
by a contributory scheme covering from sixty-five to seventy. 

The study comprises seven chapters of which the first is a historical 
review of “Social Measures To Provide for the Aged”’ outlining the 
trend away from poor relief toward pension systems and pointing out 
that schemes might be either noncontributory, the government carry- 
ing the entire cost from the general tax revenues, or fully contributory, 
financed wholly by taxes on employers and employees, or a mixture 
of both, and that most present schemes are of the latter form. 

The second chapter discusses the noncontributory pension plans, 
and shows that the main problem is that of qualification, in all cases 
requiring a “means test,” though no clearly defined principle to govern 
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its application was found. The chief advantage of this type of plan is 
flexibility in adjustment of benefit to changes in cost of living and other 
conditions, with a possibly lower cost of administration. In all cases 
there have been steadily mounting costs due to increase in number of 
pensioners and in liberality of pension. This suggests the contributory 
system as.the way out. 

Chapter iii describes the contributory plans covered and the prob- 
lems which arise under such plans, such as occupations covered and 
excluded, eligibility, qualifying periods, benefit formulas, etc. 

In chapter iv, “Financing Contributory Old-Age Insurance,” is found 
perhaps the most interesting part of the study, dealing with the type 
of contribution, whether in the form of an income tax on the whole 
population, as in Sweden, or on employers and employees, whether 
flat as in the United Kingdom or related to wages, directly or in wage 
groups. With this is also involved the type of reserve, if any, and its 
manner of investment as well as the matter and manner of government 
contribution. 

The titles of the three remaining chapters, ““Old-Age Security Costs 
in the National Economy,” “Population Trends and Old-Age Secu- 
rity,” and “‘Foreign Experience and American Problems,” are sufficient 
indication of their contents. 

There are seven summaries of statutory provisions at appropriate 


points in the text and six charts of indexes of pension benefits and of 
costs of living. Statistical data are brought together in thirty-two 
tables. There are three appendixes of statutory provisions for invest- 
ments. 

The work is fully documented and well indexed. Where the author 
had doubts of the reliability or full applicability of statistical data 
she has frankly pointed them out. 


A. H. MowBray 
University of California 


Organized Labor and Production: Next Steps in Industrial Democracy. 
By Morris LLEWELLYN COOKE and Puirtrip Murray. New York: 
Harper & Bros., 1940. Pp. x+277. $2.50. 

In the summer of 1926, when A. J. Cook, the leader of the striking 
British miners, was going from Land’s End to John o’ Groats crying 
“Not a minute on the day, not a penny off the pay,” I had a two 
hours’ interview with him. In the course of our conversation I men- 
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tioned the union-management plan in operation in the Baltimore and 
Ohio shops. He was furiously angry and called the American Federa- 
tion of Labor a ‘‘milk-sop crowd’’for attempting to substitute co-opera- 
tion for class conflict. Morris Cooke, the able and experienced indus- 
trial engineer, and Philip Murray, the able and experienced labor 
organizer of the C.I.0., do not subscribe to the class conflict theory. 
They see no reason why employers and workers cannot agree on a 
program and work co-operatively to put it through. And both of these 
men are realists, not star gazers. 

Organized Labor and Production is a provocative, challenging, and 
inspiring book. It is as different from the usual run of platitudinous 
books on industrial relations as day is from night. It is a hard book 
to lay down when once opened for it is vivid, readable, and bears on 
every page the marks of authenticity based on a wealth of experience 
and thinking. It spells out concrete programs for improving quality 
and increasing productivity by operational processes and procedures, 
and it defines broad policies for improving labor relations. 

The authors stress the relation between a high degree of productivity 
and a high standard of living. They maintain that purchasing power 
arises out of productive power and that restriction of production 
eventually results in the creation of a fixed proletariat and a peasant 
class. They hold that high productivity must be made permanent 
and secure under conditions of equitable (not equal) income and by 
enlisting the co-operation of workers at every level of the productive 
process. They point to evidence that trade-unionism has existed since 
the beginning of the machine age and shows signs of increasing steadily 
in numbers and strength. It is up to employers whether unions are 
to be kept on the fighting plane, with “excesses” due to reactions 
against employer attitudes and practices, or whether their interest is 
to be enlisted in constructive effort. Chapters v and viii, describing 
some of the controversial practices and attitudes of both management 
and labor, give plenty of examples of a tendency to wreck democratic 
procedure in industry which cannot be eliminated too quickly at this 
crucial period when political democracy is on trial. As a measure for 
reducing the necessity to fight, and releasing the mind and spirit of 
the worker for constructive effort, the authors give due credit to the 
Wagner Act. 

In an excellent chapter on “Tapping Labor’s Brains” they insist 
that constructive plans of co-operation to secure higher productivity 
must be developed, not only in the individual workshop, but in indus- 
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try-wide areas and even in the national industrial scene. The authors 
deplore the fact that employers as well as workers are not more gen- 
erally organized on an industry-wide basis. More than this, “it would 
make for greater efficiency and economy if there could be a national 
interindustry association of employers to work out standards with a 
corresponding association of unionized workers.” These authors do 
not at any time imply that workers, by seeking a voice in matters con- 
cerning them, wish to take over the control and management of in- 
dustry. Nor do they claim that collective procedure is a panacea for 
labor’s ills. But they do claim that many of the problems threatening 
our national life today, such as unemployment, technological change, 
insecurity of earnings, and competition of substandard employers, 
cannot be intelligently met without all the skill and wisdom at the 
command of both employers and workers. 

It is too bad that the authors did not more specifically describe the 
union-management experiments of the American Federation of Labor. 
The history of the industrial revolution they sketch for us is interest- 
ing, but in a book on “organized labor and production” one might also 
expect to find a brief résumé of Mr. Gompers’ interest in and encour- 
agement of union-management co-operation, a description of the Balti- 
more and Ohio experiment, of Walter Polakov’s work with the United 
Mine Workers of America, and of the work of Robert Wolf and union 


labor in the pulp and paper industry. Historical perspective would 
have been strengthened thereby in a book which looks backward to 
the introduction of machinery and forward to an age when co-opera- 
tion will supplant strife in industry. All in all this is a remarkable book, 
however, and the inclusions are so important that perhaps one should 
not complain of omissions. 


Mary B. GILson 
University of Chicago 

Price Control under Fair Trade Legislation. By Ewatp T. GRETHER. 

New York: Oxford University Press, 1939. Pp. x+517. $5.00. 

Professor Grether announces in his Preface that this book is a lineal 
descendant of his study of resale price maintenance in Great Britain 
(1935) and that it has been interesting to note how rapidly the char- 
acteristic features of the mature British system are being reproduced 
at present in this country. The present volume includes reference not 
only to resale price maintenance, however, but also to various “hori- 
zontal” procedures of control that are arising in somewhat unique form 
in the United States. 
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The book is divided into three parts: (I) “Introductory and Legal 
Setting’”’; (II) “Experiences in California”; (III) “General and Inter- 
pretive.” 

California is chosen for special review, in part, one suspects, because 
the author has had opportunity for firsthand study of conditions there; 
but this does not detract from the reasonableness of the emphasis since 
California has done more experimenting with new forms of price con- 
trol than any other state. The author points out, however, that even 
in California experience is too short to be certain of long-time effects. 

Among the tentative conclusions reached by the author in his chap- 
ter “The Effects upon Consumers” are the following: 


All the evidence available and a priori theorizing point indubitably to 
the conclusion that the patrons of lower price, limited service firms, are 
forced to pay higher prices for the goods under control than formerly 

, The conclusion that should be derived from the price studies 
is that the Fair Trade Act immediately produced a significant price increase 
on identical advertised items in lower-price stores, but this evidence is incon- 
clusive concerning the full effects [p. 299] Thus it appears that the 
consumers who purchased drug products from smaller, independent drug 
stores on the whole gained slightly or suffered little by resale price control 
by contrast with consumers who took the time to shop for leaders [p. 304]. 
.... The prime effect of low loss limitation conisols apparently is to narrow 
the range of dispersion between prices by bringing deeply cut prices upward 
and by exerting a downward pull upon higher prices [p. 318]. 


In other words, California experience to date indicates a tendency 
toward uniform prices throughout a particular city market, to the dis- 
advantage of consumers who customarily “shop” for low prices, but 
to the slight advantage of customers who buy regularly from near-by, 
independent stores. While this conclusion applies especially to drug 
stores, it is pertinent, also, to many other lines in which price controls 
have been undertaken. Not all retail lines, it is pointed out, have 
made use of statutory price control. 

This entire study is an excellent example of analytic treatment of 
market observations to afford a basis for judging the results of political 
and institutional arrangements. Continued studies of the same sort, 
made with the same regard for objectivity of analysis, will do much to 
improve the basis upon which political control of commercial enter- 
prises is undertaken. 

ROLAND S. VAILE 


University of Minnesota 
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German Financial Policies, 1932-1939. By KENYON E. Poote. (“Har- 
vard Economic Studies,” Vol. LXVI.) Cambridge: Harvard Uni- 
versity Press, 1939. Pp. xiv+276. $3.50. 

This book is like some very good nuts: hard to crack and hard to 
get the kernels out—but well worth the effort. The reviewer would 
have been happier had the author given us a clear account of the 
devious course of German finance and then discussed the issues of 
principle. Instead he elected to tell the story piecemeal and interlard 
his observations on financial policy as a method of business-cycle con- 
trol. It might be well for the prospective reader to examine Thomas 
Balogh’s “The National Economy of Germany” in the September, 
1938, issue of the Economic Journal before entering with Poole on 
the confusing trail of German policy. Balogh gives us an airplane ride 
over the terrain that makes it easier for us to keep our sense of direc- 
tion. 

On the factual side Poole describes the heroically deflationary poli- 
cies of the Bruening regime, the timid beginnings of an industrial 
stimulation program by von Papen, and finally the bold public works 
program launched by Hitler, culminating in armament @ ouérance. He 
brings out very clearly the mechanism used to bring about full employ- 
ment of the country’s productive resources. In essence, a very simple 
mechanism for any government that is prepared and able to dictate 
what and how much its people shall consume and to see to it that all 
surplus profits of private enterprise and all the savings of its people 
are funneled back into the hands of the state for further assignment. 

The trick was to finance through short-term bills and then mop 
these up from time to time by a funding loan drawn in effect from the 
compulsory savings of the people. Care was taken that the purchasing 
power engendered by the program did not spread out into the private 
economy but flowed back into the reserves of the banks or directly, 
through taxation, into the coffers of the state. No great difficulty here 
as long as there were idle men and idle resources and expansion by 
private enterprise was under tight control. 

The problem became really difficult, as Poole shows, when full em- 
ployment was really reached. By the fall of 1938 the evidences of 
strain were unmistakable. In November government offices began to 
pay current bills with discountable warrants, and in March these were 
given limited legal-tender status as a medium for paying private 
debts. Poole doubts whether even the government itself now knows 
how large its floating debt is. Meantime, with thirty-six billion reichs- 
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marks out of a national income of seventy-five billion taken by central 
and local governments as taxes, Poole doubts whether the armament 
race can be continued without resort to some form of hidden inflation 
(p. 155). A few pages further on, however, he expresses the belief 
that the authorities would curtail their “activities before the danger 
point was reached” (p. 159). It now appears that war itself seemed 
preferable to a shift that would have complicated enormously the task 
of controlling the vagaries of the consumer. It is so much simpler, 
administratively, to give people cannon. 

In a brief review there is no place for a critical examination of 
Poole’s views on financial policy as a method of business-cycle control. 
There is much in his scattered argument that students of the problem 
will want to study. There is little, however, in the German experience 
itself that can help a people solve the very real problem of idle men 
and idle resources if they happen to prefer butter to cannons and 


personal liberty to regimentation. 
Joun V. VAN SICKLE 


Vanderbilt University 


English Grants-in-Aid: A Study in the Finance of Local Government. 
By Howarp R. Bowen. (“University of Iowa Studies in Social 
Science,” Vol. XI, No. 1.) Iowa City: University of Iowa, 1939. 
Pp. 156. $1.00. 

The Local Government Act of 1929 simplified local government 
structure, further derated property (i.e., classified and exempted 
property taxable by local authorities), and attempted to compensate 
for losses and to equalize burdens by “block” grants, apportioned ac- 
cording to weighted population.’ Since these grants are not earmarked 
for specific purposes, they perform a function analogous to the shared 
taxes of some states, although a redistribution of revenues is an in- 
tentional feature of the British system. 

This study gives a brief summary of the financial aspects of the 
grants-in-aid as now constituted. Its main original contribution is an 
attempt (pp. 93-106 and Tables XX-—XXV) to determine whether the 
grants really equalize burdens. For this purpose estimates of need for 
services are based on average expenditures, and of ability on ratable 


* The formula gives greater weight to the populations of areas with high ratios 
of school children to the total, or with large proportions of unemployed, or with 
low ratios of population per mile of local roads, or with low property valuations. 
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values. Comparison of actual grants with the needs so determined 
yields the conclusion that the poorer areas have been assisted only 
moderately and that the equalizing effects of the 1929 grants have 
been partly offset by the older subventions with an opposite tendency. 

The statistical method employed could at best give only a rough 
approximation, as the author fully realized. To anyone familiar with 
the apportionment of American state-school funds, the conclusion 
would have appeared quite obvious from even casual study of the 
formulas. It is natural enough for an American writing on a British 
topic to indicate some “American Lessons from English Experience” 
(p. 139), but to be significant these “lessons” should have been based 
on a more fundamental understanding of the situation in this country 


and the literature devoted to it. 
HEnryY J. BITTERMANN 


Ohio State University 


The Taxation of Small Incomes: Social, Revenue, and Administrative 
Aspects. By Paut J. STRAYER. New York: Ronald Press Co., 1939. 
Pp. viiit+210. $3.00. 

With public expenditures exceeding public revenues by a wide mar- 
gin, with sales taxes gaining ground rapidly, and with the demands for 
new governmental services constantly pressing, this valuable work of 
Professor Strayer is timely to say the least. 

The author first examines fiscal possibilities in the taxation of small 
incomes and finds that the prospects, while often exaggerated, are good 
enough at least to warrant experimentation. 

Next, approaching the subject from the theoretical angle, the author 
reviews the treatment of income-tax exemptions in the taxation litera- 
ture. The general view that exemptions are warranted to spare a sub- 
sistence standard seems inadequate in view of the indirect taxes which 
are imposed and which encroach upon that standard. The prospect of 
eliminating the regressive pattern of taxation in the lower brackets im- 
presses the author as strong theoretical ground for broadening the 
income-tax base. 

He is more skeptical concerning the argument that taxing small in- 
comes would, by developing tax consciousness, greatly improve 
government and promote economy. The trouble with this proposition 
is that too few citizens would be added to the rolls, too little attention 
would be focused on expenditures as contrasted with taxes, and too 
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little distinction would be made between expenditures by governments 
at different levels. 

Finally, the author presents an illuminating discussion of income- 
tax administration in Great Britain, Australia, and Germany. The use 
of stamps to facilitate collection in the first two countries and of a tax 
census in Germany are among the foreign devices suggested for con- 
sideration in the United States. 

The author concludes that some reduction in exemptions is war- 
ranted as an experiment, but that more study should be given to costs 
and techniques of administration and that we should beware of acting 
rashly on inadequate information. 

The treatment would have gained in completeness and value, in the 
reviewer’s opinion, had it included some account of the considerations 
of political expediency which make broadening the income-tax base 
difficult. Also the importance of the basic rate of taxation might have 
been given more consideration. 

This work is thoroughly and carefully done, and while it contains no 
new quantitative evidence concerning its subject, much of the analyti- 
cal reasoning is original. The exposition of foreign income-tax adminis- 
tration brings to bear in condensed form valuable information, a con- 
siderable part of which has been unexplored by American scholars. 

Haroip M. GRovES 
University of Wisconsin 


The Economic Basis of a Durable Peace. By J. E. MEADE. New York: 

Oxford University Press, 1940. Pp. 192. $2.00. 

At a time when chaos reigns in international relations, it requires 
courage to write a book discussing “‘the economic basis on which a new 
international order may be built.” Courage is not enough, of course; 
what makes this book worth reading is the keen power of economic 
analysis which Professor Meade brings to his task. 

In insisting upon the need for the control of trade and money by an 
international authority, the author re-emphasizes what economists 
have been saying for thirty years. New, however, is the recognition 
that each national unit (member state in the international organiza- 
tion) must be responsible for a certain measure of economic stability 
within its own borders. The author faces squarely the necessity of 
reconciling internal and international policies. The objectives of a just 
and efficient system of international relations, in his view, should be 
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(1) “to prevent serious economic depressions by means of a suitable 
policy of monetary and economic control” and (2) “‘to increase the 
freedom with which goods, capital and men may move across national 
frontiers.” 

By providing for divergent national policies within the framework 
of the international organization the author is able to include within 
its scope planned economies as well as those based on free enterprise. 
Thus he gives his system a more realistic basis than that of many other 
schemes for international collaboration. His is not a plan whereby 
the democracies, such as remain, may play ball by themselves; it is 
truly a scheme for world-organization. 

The broad outlines of the plan are easily understood. An interna- 
tional bank would be set up with right of note issue. By expanding or 
contracting its notes the bank could assist national policies designed to 
offset booms or depressions. Member states would preserve their na- 
tional currencies, which would be pegged at given rates in terms of in- 
ternational bank notes. The rates of exchange would not be perma- 
nent; they might be altered when necessary to preserve equilibrium in 
the balances of payments of the states. 

The International Bank would also operate an international exchange 
equalization fund in order to offset speculative movements of short-term 
capital, and it would organize a market in forward exchanges in order to 
reduce the financial risks of international trade. The Member States would 
be permitted to maintain complete systems of foreign exchange control, 
provided that these controls were employed only to prevent short-term 
capital movements. 


A gradual reduction of tariffs and other trade barriers would be 
brought about by an international authority. Member states with 
planned economies inevitably would have to control their foreign trade. 
This would be permitted, but only on condition that “imports and 
exports were planned on the principles of buying in the cheapest and 
selling in the dearest market.” (In chap. ii the author takes the posi- 
tion that economic calculation is possible in a socialized economy.) 
The international authority would also control all international cartels 
and commodity restrictive schemes. Speculative movements of short- 
term capital would be prohibited; otherwise capital movements would 
be free from restrictions. Greater freedom of immigration would be 
allowed into countries threatened by decline of population; emigration 
might be restricted from countries in which internal growth of popula- 
tion was excessive and uncontrolled. 
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Concerned with setting up a broad framework of international eco- 
nomic control and with defining the principles for its successful opera- 
tion, the author has (wisely) not elaborated a mass of intricate adminis- 
trative machinery. He is not unaware, however, of administrative 
problems and as far as is possible, within the compass of a short book, 
has given suggestions for their solution. 

Avoiding exhortation, the author’s appeal to the reader’s interest 
lies in the immense importance of his subject and in his skill in sober, 
straightforward exposition. This skill is demonstrated particularly in 
dealing with problems of foreign exchange (chaps. iv and vii). The 
book lacks charts, tables, footnotes, and bibliography; it is nevertheless 
in the truest sense scholarly. 

Percy W. BIDWELL 
Council on Foreign Relations 
New York City 


Handbook of Latin American Studies, 1938: A Selective Guide to the 
Material Published in 1938 on Anthropology, Archives, Art, Eco- 
nomics, Education, Folklore, Geography, Government, History, Inter- 
national Relations, Law, Language and Literature, and Libraries. 
Edited by Lewis HANKE and Raut p’Eca. Cambridge: Harvard 
University Press, 1939. Pp. xvi+468. 

Messrs. Hanke and D’Eca and their tireless corps of contributing 
editors again present the Handbook of Latin American Studies as a 
“selective guide and not a comprehensive list.”” Sections on archives, 
physical anthropology, and libraries have been added, a record of the 
international agreements made by Latin-American nations has been 
included, and the literature on German colonies in southern Brazil is 
reviewed in special articles. 

Since the first volume in this series was issued in 1936, it should be 
possible by this time to report that the editors had turned from quan- 
tity to quality. But at least for the economist, the Handbook is still not 
a selective guide. Were it not that the tedious work on the Handbook 
nets the contributing editors only perspiration, there would certainly 
be a suspicion that the lists were being stuffed merely to enlarge the 
count. For every major British parliamentary paper that is omitted, 
for every important article in Central Bank bulletins that deserves but 
does not get independent listing, there are a dozen or two insignificant 
speeches by politicians or comments in government publications or 
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other minor releases of no consequence that are given space. Proper 
selection requires a greater knowledge of each of many fields and a 
breadth of reading that are almost too much to expect of a contributing 
editor. The “critical and informative notes on significant items” tend 
to be flat and of uneven value. 

The general statements introducing sections need further considera- 
tion. The late Professor Handman’s statement for ‘“‘Economics: Brazil” 
is suggestive of what might be done. The lag in the publication of such a 
volume should be borne in mind, so that the statements will evaluate 
the year’s contributions without attempting to present a running com- 
ment such as might have a place in a weekly book-review department. 
A useful addition to the listings would be summaries of unpublished 
doctoral dissertations. 

Although Earl Hanson’s experience in having his “Journey to 
Manaos”’ take on forty-two pages en route from page 147 to page 172 
is not unique, such slips do not occur often enough to detract from the 
considerable achievement involved in the physical makeup of such a 
volume. 

The Handbook involves a considerable outlay of money. More im- 
portant, it takes up a great deal of time and energy of men who are 
depended upon currently to produce the most valuable books in the 
Latin-American field. This reviewer must continue to question the val- 
ue of the sections on economics for any serious student of Latin-Ameri- 
can economic problems and to wish that the effort of the contributing 
editors could be turned to more useful pursuits. 

Stmon G. HANSON 
Washington, D.C. 


Statistical Y ear-Book of the League of Nations, 1938-39. By Economic 
INTELLIGENCE SERVICE, LEAGUE OF Nations. Geneva (New York: 
Columbia University Press), 1939. Pp. 330. $2.50. 

The new yearbook embodies some interesting additions to the sta- 
tistical tables of the old yearbook. In the sections of greatest concern 
to economists, the employment and unemployment statistics are more 
complete and new world indices are computed. The table showing the 
slaughter of livestock is replaced by a table of meat production which 
makes international comparisons easier. Taking account of the in- 
creasing importance of substitutes, some tables on the production of 
substitutes are added. These data are not very comprehensive, but it 
must be recognized that few exact data in this field of production are 
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available. The figures cover in general the period from 1929 until 
1938. This is much more satisfactory than for instance the practice 
of the Statistisches Reichsamt of publishing only 1929 figures and those 
of some selected recent years. It would have been preferable, however, 
if the newly added tables had been computed for a longer period than 
1929-38, since it is impossible to compare other data previous to 1929 
with the new tables. Nevertheless the volume is, as usual, the best 


international statistical survey available. 
A. Kozirk 


Towa State College 


Symposium on the Totalitarian State from the Standpoints of History, 
Political Science, Economics and Sociology: Proceedings of the Ameri- 
can Philosophical Society. Held at Philadelphia, November 17, 
1939. Philadelphia: American Philosophical Society (104 S. Fifth 
St.), 1940. Pp. 102. $0.75. 

As indicated by the subtitle, the eight papers here published, which 
were read before a meeting of the Society at Philadelphia, in Novem- 
ber, 1939, are all by writers outside the field of philosophy, represent- 
ing various social disciplines. As published, they vary in length from 
the two-page “Discussion of Totalitarianism” by Herbert Heaton to 
the thirty-eight-page elaborately documented essay on ‘Totalitarian 
Politics” by Fritz Morstein Marx of Queen’s College. Two papers deal 
explicitly with economic matters. C. R. Whittlesey treats of “The 
Relation of Totalitarianism to International Trade and Finance” in 
four pages, and Moritz J. Bonn of ““The Economics of the Totalitarian 
States” in twelve. The most interesting characteristic of the collection 
as a whole is that all the papers are virtually general discussions of 
totalitarianism; a reader would hardly know from the standpoint of 
which special discipline any of them were written, apart from the title 
and occasional references which almost give the impression of having 
been inserted for labeling purposes. The most interesting item, even to 
students of economics, is surely that (of eleven pages) from the his- 
torian, C. J. H. Hayes, on “The Novelty of Totalitarianism in the 
History of Western Civilization.” Another historian, Hans Kohn, 
contributes a paper (sixteen pages) on ““The Totalitarian Philosophy 
of War,” and Thomas Woody one on “The Principles of Totalitarian 
Education” (eighteen pages). 

FRANK H. KNIGHT 
University of Chicago 
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Cing conférences sur la méthode dans les recherches économiques. By 
LIONEL Rossins, E. F. WAGEMANN, LEOn Dupriez, Jost VANDEL- 
L6s, and VERRIJN STUART. Paris: Librairie du Recueil Sirey, 1938. 
Pp. 107. 

As Professor Rist explains in his graceful avant-propos, the Institut 
scientifique de recherches économiques et sociales early decided that 
an appropriate way to come into “rapport” with similar bureaus or 
institutes in Europe and to promote co-operation in the common tasks 
of such organizations would be to have the director or other spokes- 
man for sister institutions give a lecture on the work of each before the 
Paris Institute. The five such lectures which resulted—spread over the 
years 1934 to 1937 and representing England, Germany, Belgium, 
Spain, and the Netherlands—are reprinted in this small volume. No 
explanation is given for the absence of other national institutions 
which come to mind; one may guess that the unhappy state of inter- 
national relations terminated the program. The lectures do not con- 
tain much that will be new to any reader even moderately conversant 
with developments in the field of cycle or “conjuncture” research. 
But they are interesting reading, as a juxtaposition of brief statements 
of the problems from the standpoints of different countries and differ- 


ent individuals. 
FRANK H. KNIGHT 


University of Chicago 
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